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New  York  League 


Message  to  Members 


Lee  Kjellereti , Executive  Director/CEO 

Between  the  dream  and  the 
reality  has  been  challenge,  complex- 
ity and  uncertainty.  The  ongoing 
transition  from  a 3,000  sq.  ft. 
museum  on  Broadway  to  a 30,000 
sq.  ft.  presence  on  Wall  Street,  open- 
ing in  the  fall  of  2007,  has  not  been 
for  the  faint  hearted. 

A 20-year  lease  was  intensely  nego- 
tiated, an  architect,  contractor  and  an 
exhibit  design  firm  carefully  chosen, 
and  sufficient  money  raised -the 
majority  of  which  has  come  from  our 
Trustees. 

Creating  a stunning  new  home  for 
the  Museum  in  Manhattan  involves 
constant  concern  over  construction, 
landmark,  and  building  code  prac- 
tices one  needs  to  master.  In  addition 
there  are  the  confounding  variables 
that  keep  occurring  and  the  seem- 
ingly sheer  impossibility  of  getting 
everything  accomplished  in  a timely 
and  cost  effective  manner.  Building 
out  space  in  Manhattan  is  definitely 
a sociological  and  engineering  phe- 
nomenon! But  we  are  getting  close 
and  invite  you  all  to  come  look  us 
over.  You’ll  be  impressed  with  all  the 
staff’s  work. 

The  existing  Museum  has  heroically 
moved  along  with  two,  then  three,  then 
four,  and  now  six  full-time  professional 
staff  members.  It  is  with  considerable 
pleasure  1 report  to  you  that  Dr.  Jeanne 
Driscoll,  formerly  of  the  Smithsonian, 
has  agreed  to  become  our  director  of 
development  and  will  in  due  course 
build  up  her  own  staff.  Arturo  Gomez, 
formerly  with  Columbia  University,  has 
joined  us  as  business  manager  with 
wide-ranging  responsibilities  including 
handling  all  non-Museum  events  and 
rentals  at  48  Wall  Street,  and  we  are 
pleased  to  have  him. 


As  secretary  of  the  Board  of 
Trustees,  1 am  also  delighted  to 
report  three  new  Board  members: 
Myron  Kandel,  for  14  years  the 
widely-followed  financial  editor  and 
television  personality  on  CNN; 
David  Shuler,  chief  of  staff  of  the 
New  York  Stock  Kxchange,  formerly 
a distinguished  employee  at  Gold- 
man Sachs;  and  Niall  Ferguson,  eco- 
nomic historian,  author,  and  profes- 
sor at  Harvard  and  Oxford  whom 
Time  magazine  named  among  the 
world’s  100  most  influential  people. 

With  regard  to  our  planned 
exhibits  for  48  Wall  Street,  our  con- 
tinuing challenge  is  to  create  and 
communicate  both  compelling  and 
inspiring  presentations.  We  are  craft- 
ing multi-generational  interactive 
exhibits  to  empower  people  to  make 
more  effective  financial  decisions  and 
benefit  from  the  lessons  of  financial 
history.  We  are  fortunate  to  have 


C&G  Partners  as  our  design,  content 
and  branding  firm.  They  are  wonder- 
fully creative  and  have  worked  with 
an  impressive  roster  of  clients  includ- 
ing the  Smithsonian,  the  Federal 
Reserve  Bank,  the  Toledo  Museum  of 
Art,  the  New  York  Yankees  and  NBC. 

How  should  we  tell  financial  stories 
and  create  practical  value  for  visitors, 
as  our  Director  of  Education  and 
Financial  Literacy  Chris  Catanese 
notes,  “without  asking  people  to  like 
earing  spinach?”  We  want  our  visitors 
to  feast  on  intellectual  pizza  and 
chocolate  ice  cream.  As  we  are  not 
Disneyland,  which  is  solely  focused  on 
entertainment,  we’d  be  glad  for  your 
thoughts  on  providing  coherent, 
focused  displays  on  serious  financial 
concepts  involving  your  money,  rele- 
vant historical  events  and  current 
practices.  Please  send  an  e-mail  or  let- 
ter on  how  you  would  like  to  see  us 
present  ourselves,  oa 
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Museum  Renovates 
Historic  48  Wall  Street 

By  Kristin  Aguilera,  Communications  Director 


The  Museum  is  nearing  completion 
of  the  renovation  and  restoration  of 
its  new  home  in  the  landmarked  for- 
mer headquarters  of  the  Bank  of 
New  York  at  48  Wall  Street. 

Originally  built  between  1927  and 
1929  and  designed  by  Benjamin  Wis- 
tar  Morris,  the  building’s  exterior  is 
known  for  its  Colonial  Revival  style 
while  its  distinctive  marble-clad  inte- 
rior was  designed  with  predominantly 
neo-classical  features.  The  Museum 
will  occupy  30,000  sq.  ft.  of  space  on 
three  floors  including  the  building’s 
majestic  banking  hall,  which  will  be 
the  primary  exhibition  space,  as  well 
as  two  additional  floors  featuring  a 
state-of-the-art  financial  education 
center,  auditorium,  library,  and 
research  facility.  Construction  on  the 
space  has  been  underway  since  July 
2006  and  is  expected  to  be  complete 
by  May  2007. 

The  Museum’s  rehabilitation  project 
at  48  Wall  Street  includes: 

• Cleaning  of  eight  large  murals  and 
four  lunettes  by  artist  J.  Monroe 
Hewlett  depicting  images  related  to 
banking,  manufacturing,  and  inter- 
national trade  (1928) 

• Restoration  of  marble  and  faux  mar- 
ble capitals,  pilasters  and  wainscot 

• Painting  of  the  grand  mezzanine 
banking  hall 

• Restoration  of  original  brass  lantern 
at  entrance 

• Cleaning  of  exterior  brass  Palladian 
windows 


Humphreys  and  Harding  is  the 
general  contractor  for  the  Museum’s 
renovations.  Mural  conservation, 
decorative  painting  and  plasterwork 
is  by  EverGreene  Painting  Studios, 
Inc.  EverGreene  has  also  restored 
historic  murals  at  41  Broad  Street, 
80  Broad  Street  and  140  West  Street 
in  Lower  Manhattan. 

The  Museum  plans  to  open  to  the 
public  at  48  Wall  Street  in  fall  2007 
with  exhibitions  on  investing  and  the 
capital  markets,  money,  banking, 
entrepreneurship  and  Alexander 
Hamilton.  The  space  is  roughly  10 
times  larger  than  the  Museum’s  for- 
mer home  at  26  Broadway.  03 


48  Wall  Street's  stunning  bronze  work  has 
been  restored  both  inside  arid  out. 


The  Museum  restored  a stately  hand-wrought  cast  iron 
lantern  atop  the  main  doors  at  48  Wall  Street. 
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Robert  Vinci  Robert  Vinci 


Art  restorers  from  h rerGreene  I'jintmg  Studios  i isi  g critic  ele.insers  to  bring  /.  Monroe  Hewlett's  lyiX  inur.ils  jt  4S  Willi  Street  back  to  life. 
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Society  of  Investment 
Professionals,  NY 

Standard  6c  Poor’s  Corp. 
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Members  Preview  Museum’s  New  Home 
at  Alexander  Hamilton  Birthday  Celebration 


More  than  400  people  attended  the 
celebration  of  the  250th  anniversary 
Alexander  Hamilton's  birth  on  Janu- 
ary 11  in  the  Museum’s  new  home  at 
48  Wall  Street.  Among  the  attendees 
were  more  than  10  direct  descendents 
of  Alexander  Hamilton,  as  well  as  the 
U.S.  ambassador  to  St.  Kitts  and 
Nevis,  the  island  on  which  Hamilton 
was  born. 

The  event  featured  a distinguished 
panel  of  Hamilton  authors  and  schol- 
ars, a cocktail  reception  catered  by 
Cipriani,  a preview  of  the  Museum’s 
Alexander  Hamilton  Room  exhibit, 
period  music  performed  by  students 
from  the  Juilliard  School,  character 
actors  portraying  Alexander  Hamilton 
and  George  Washington,  and  a silent 
auction.  133 


“George  Washington ” mingles  with  the  crowd  on  January  n. 


“Alexander  Hamilton'’  speaks  with  a member  of  the  Hamilton  family.  Event  attendees  included  Dr.  Izben  Williams,  ambassador  to 

St.  Kitts  and  Nevis,  the  island  on  which  Hamilton  was  born. 
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F.n  trance  to  thi • Museum's  Alexander  Hamilton  Room  exhibit. 


v> 


The  distinguished  panel  of  Hamilton  scholars  included  (L  to  R): 
Thomas  Fleming,  Robert  Wright,  Richard  Sylla,  and  Robert  Martin. 


Descendants  of  Alexander  Hamilton  celebrate  his  lyoth  birthday. 


More  than  400  people  attended  the  January  1 1 event. 
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Museum  Adds  Graham-Newman 
Collection  to  Archives 

By  Kristin  Aguilera,  Communications  Director 


Graham-Newman  partners  Jerome  Newman  (L)  and  Benjamin  Graham  (R),  1959. 


The  Museum  recently  added  to 
its  permanent  collection  an  important 
selection  of  documents,  photographs, 
books,  press  clippings  and  personal 
mementos  pertaining  to  the  Graham- 
Newman  Corporation  and  its  founders, 
Benjamin  Graham  and  Jerome  (Jerry) 
Newman. 

The  collection  was  donated  to  the 
Museum  by  Jerry  Newman’s  grand- 
son, William  C.  Newman,  and  fea- 
tures several  pieces  of  business  and 
personal  correspondence  between 
Graham  and  Newman,  as  well  as  let- 
ters written  and  signed  by  such 
notable  people  as  Warren  Buffett, 
Dwight  Eisenhower,  and  John  F. 
Kennedy.  Among  the  collection’s 
most  valuable  pieces  are  several 
early  editions  of  Benjamin  Graham’s 
books  — Security  Analysis,  Storage 
and  Stability,  and  The  Intelligent 
Investor  — all  inscribed  by  Graham 
in  the  1930s  through  1950s. 


Mr.  Newman’s  donation  also 
includes  many  items  pertaining  to 
the  two  philanthropies  his  grandfa- 
ther and  Benjamin  Graham  were 
most  actively  involved  with,  Colum- 
bia College  and  the  Jewish  Guild  for 
the  Blind,  as  well  as  hundreds  of 


documents  on  the  Philadelphia  and 
Reading  Corp.  and  the  GEICO 
Companies. 

This  collection  will  be  available  to 
researchers  by  appointment  once  the 
Museum’s  archives  reopen  at  48  Wall 
Street  later  this  year.  BD 


The  Museum  would  like  to  thank  these  members  for  their  generous  recent  gifts: 


Patron  - $10,000+ 

Mr.  D.  Jack  Smith 

Sponsor  - $5,000+ 

Mr.  John  L.  Watson,  III 

Donors  - $1,000+ 

Mr.  Theodore  R.  Aronson 

Mr.  Thomas  J.  Asher 

Mr.  and  Mrs.  Donald  Calvin 

Mr.  Mark  M.  Carhart 

Mr.  Dennis  Dutterer 

Mr.  and  Mrs.  Barry  Fingerhut 

Mr.  Richard  T.  Gregg 

Mr.  Dozier  Hasty 

Mr.  Fred  N.  Holabird 

Allan  and  Margaret  Keene 

Mr.  Thomas  Kennedy 

Mr.  Owen  King 

Mr.  John  G.  Layng 

Mrs.  Bobye  List 

Barry  and  Cynthia  Olliff 


Mr.  William  A.  Porter 
Mr.  Lorin  Silverman 
Mr.  John  C.  Whitehead 

Alexander  Hamilton  Society  - $500+ 

Mr.  Norman  E.  Asher 

Mr.  Jonathan  L.  Auerbach 

Mr.  Kenneth  G.  Bartho 

Mrs.  Edith  Bartley 

Mrs.  Therese  Bern  bach 

Mr.  Andrew  M.  Blum 

Mr.  Francois  Bohn 

Mr.  and  Mrs.  Richard  Davis 

Mr.  Patrick  Donohue 

Mr.  Matthew  P.  Fink 

Mr.  E.  John  Finn 

Scott  and  Melissa  Hirsch 

Ms.  Carol  S.  Kostik 

Ms.  Karen  Lazarovic 

Ms.  Diedre  Lee 

Mr.  Thomas  Levis 


Mr.  A.  Peter  Low 

Mr.  and  Mrs.  John  McEvoy 

Mr.  James  W.  Needham 

David  and  Janet  Offensend 

Mr.  Donald  Parisi 

Ms.  Christa  Rice 

Ms.  Maxine  L.  Rockoff 

Mr.  William  Silber 

Dr.  Richard  Sylla 

Mr.  David  M.  Taylor 

Mr.  and  Mrs.  Mark  Tomasko 

Mr.  Brian  F.  Trumbore 

Mr.  Steve  Watkins 

Ms.  Alison  Winter 

Mr.  and  Mrs.  Richard  Yancey 

The  Museum  thanks  all  contributors  for 
their  continued  support.  To  learn  how  you 
or  your  organization  can  participate  in  the 
Museum’s  program,  educational,  and  service 
mission,  please  call  nz-908-4694. 
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Free  Initial  Consultation 
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Learn  Something  Old 
Evety  Day 


www.enterpriseandindustry.com 
Telephone  646-256-4486 
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Main  Office 

3111  Broadway,  Suite  6j 
New  York  10017 


1946:  The  Year  Without  Margin 

By  Dan  Cooper  and  Brian  Grinder 


Earlier  this  year,  the  New  York 
Stock  Exchange  issued  a bulletin 
warning  investors  with  margin 
accounts  about  the  inherent  risks 
involved  in  margin  trading.  Accord- 
ing to  the  Wall  Street  Journal,  this 
warning  was  issued  because  margin 
debt  at  New  York  Stock  Exchange 
member  companies  was  approaching 
levels  that  hadn’t  been  seen  since  the 
days  of  the  Internet  Bubble. 

Buying  securities  on  margin  allows 
investors  to  borrow  money  from  their 
broker  and  use  that  money  along  with 
the  investor’s  own  equity  to  purchase 
securities.  One  of  the  benefits  of  margin 
investing  is  that  it  can  enhance  an 
investor’s  return.  For  example,  suppose 
an  investor  purchases  100  shares  of 
stock  at  $100  a share  with  $5,000  of 
her  own  equity  and  $5,000  borrowed 
from  her  broker.  If  the  stock  price 
increases  to  $110  then  the  investor 
can  realize  a return  of  20  percent  (less 
commissions  and  interest  charges)  on 
her  investment  of  $5,000.  Now  had 
our  investor  chosen  to  buy  the  stock 
without  margin,  her  return  would 
only  be  10  percent,  However,  if  the 
stock  price  fell  to  $90,  the  margined 
return  would  be  -20  percent  whereas 
the  unmargined  return  would  only  be 
-10  percent.  There  is  the  additional 
risk  with  a margin  account  that  if  the 
stock  price  continues  to  fall,  our  hypo- 
thetical investor  may  receive  a margin 
call  which  would  force  her  to  either 
put  more  money  into  her  brokerage 
account  or  sell  some  securities  in  order 
to  restore  the  account  to  a pre-speci- 
fied  maintenance  level.' 

Margin  buying  also  increased  signif- 
icantly prior  to  the  Stock  Market  Crash 
of  1929  as  the  dollar  amount  of  broker 
loans  increased  27  percent  between 


January  and  September.  According  to 
economist  Harold  Bierman,  Jr.,  margin 
requirements  in  1929  were  as  low  as  10 
percent,  but  most  brokers  required  a 
margin  of  at  least  25  percent.  It  was  the 
brokerage  houses  and  not  the  govern- 
ment that  determined  margin  require- 
ments. After  the  Crash,  it  was  widely 
held  that  margin  excesses  were  largely 
responsible  for  both  the  overvaluation 
of  the  market  prior  to  the  Crash  and 
the  acceleration  of  the  Crash  as  mar- 
gined investors  were  forced  to  sell  secu- 
rities in  order  to  meet  margin  calls. 

In  an  effort  to  stave  off  regulation, 
the  New  York  Stock  Exchange  belat- 
edly implemented  a 50  percent  initial 
margin  requirement  in  1933  for  its 
members’  customers.  Nevertheless, 
the  Securities  and  Exchange  Act  of 
1934  gave  the  power  to  set  initial 
margin  requirements  to  the  Federal 
Reserve  Board  of  Governors,  and  for 
the  next  40  years,  the  Federal  Reserve 
actively  used  that  power  in  an  attempt 
to  curb  market  speculation.  On  January 
17,  1946,  the  Federal  Reserve,  under 
chairman  Marriner  S.  Eccles,  set  the 
initial  margin  requirement  as  high  as  it 
could  possibly  go:  100  percent! 

According  to  an  article  in  The 
New  York  Times,  the  move  to  cut  off 
margin  trading  came  about  in  an 
effort  to  help  curb  inflation.  During 
World  War  II,  the  U.S.  economy  had 
been  successfully  focused  on  winning 
the  war.  This  meant  the  rationing  of 
food  and  fuel  as  well  as  a halt  in  the 
production  of  housing,  automobiles 
and  household  appliances  as  all  pos- 
sible means  of  production  were 
employed  to  build  war  material.  At 
the  war’s  end,  the  influx  of  service- 
men returning  from  overseas  along 
with  pent  up  consumer  demand  on 


the  home  front  made  runaway  infla- 
tion a very  real  possibility. 

The  Federal  Reserve  chair  sincerely 
believed  that  the  most  effective 
approach  to  fighting  inflation  was  to 
increase  the  capital  gains  tax  and  raise 
interest  rates,  but  neither  Congress  nor 
the  President  were  willing  to  move  in 
that  direction.  Since  the  government 
was  unwilling  to  cooperate,  Eccles  felt 
compelled  to  do  whatever  he  possibly 
could  to  battle  inflation.  Furthermore, 
Eccles’s  warning  to  President  Truman 
that  “elements  were  present...  which 
might  result  in  a speculative  movement 
exceeding  even  1929”  betrayed  a fear 
of  another  stock  market  crash. 

During  1945,  the  Federal  Reserve 
increased  margin  requirements  twice  in 
an  unsuccessful  effort  to  keep  the  stock 
market  from  skyrocketing.  In  the  time 
between  the  Japanese  surrender  in 
August  of  1945  and  the  imposition  of 
the  100  percent  margin  requirement,  the 
Dow  Jones  Industrial  Average  experi- 
enced a whopping  23.5  percent  increase. 
1946,  however,  was  a different  story 
altogether  as  the  Dow  lost  more  than 
7.5  percent  of  its  value,  but  it  is  unlikely 
that  Eccles’s  margin  moratorium  played 
any  significant  role  in  putting  a damper 
on  the  rally.  In  early  1947,  Eccles 
announced  that  inflation  had  “largely 
run  its  course”  and  the  initial  margin 
requirement  was  lowered  to  75  percent. 

The  Federal  Reserve  continued  to 
pursue  an  active  margin  policy  until 
1974  when  it  set  the  initial  margin 
requirement  at  50  percent.  This  50 
percent  requirement  has  remained 
unchanged  for  well  over  30  years. 
Economist  Robert  J.  Shiller  has  identi- 
fied two  reasons  for  the  lack  of  interest 
in  margin  requirements  by  the  Fed:  (1) 
the  influence  of  the  theory  of  efficient- 
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markets  and  (2)  the  development  of 
other  types  of  financial  instruments, 
such  as  options,  that  allow  investors  to 
create  leverage  without  using  margin. 
The  efficient-markets  hypothesis,  which 
was  developed  in  the  1960s  and  pop- 
ularized by  Eugene  Fama  and  Burton 
Malkiel,  contends  that  markets  work 
very  well  on  their  own  with  little  need 
for  intervention  by  non-market  forces 
such  as  the  Federal  Reserve  Board. 

Options,  like  margin,  allow  investors 
to  control  securities  without  having  to 
put  up  the  entire  purchase  price. 
Instead  of  buying  the  underlying  asset 
itself,  investors  need  only  purchase  the 
right  to  buy  or  sell  securities  at  a speci- 
fied price  over  a specified  period  of 
time.  This  right  costs  much  less  than 
the  underlying  asset,  but  it  allows 
investors  the  chance  to  profit 
immensely  should  prices  move  in  their 
favor.  With  the  establishment  of  the 
Chicago  Board  Options  Exchange  in 
the  early  1970s  and  the  explosive 
development  of  financial  derivatives 
and  other  financial  instruments  that 
followed,  any  attempt  by  the  Federal 
Reserve  to  end  speculation  by  eliminat- 
ing margin  would  be  like  trying  to  bail 
out  the  sinking  Titanic  with  a bucket. 


A third  reason  was  identified  by 
Marriner  Eccles  himself  who  realized 
that  using  an  active  margin  require- 
ments policy  was  not  the  most  effec- 
tive means  to  keep  the  economy  in 
balance.  Fie  chose  to  go  to  the 
extremes  that  he  did  because  there 
was  not  much  else  he  could  do.  Today 
the  Federal  Reserve  has  more  options 
and  more  effective  tools  for  dealing 
with  market  imbalances. 

As  margin  debt  levels  again  reach  his- 
torically high  levels,  it  is  instructive  to 
look  at  how  this  problem  has  been  han- 
dled in  the  past.  It  is  now  fairly  clear  that 
lawmakers  in  the  1 9 ; os  overreacted  to 
margin  investing  in  the  aftermath  of  the 
Crash  of  1929.  Many  have  argued  that 
governmental  oversight  of  margin 
requirements  has  done  very  little  to  curb 
speculation  or  prevent  funds  that  could 
be  used  elsewhere  in  the  economy  from 
flowing  into  the  margin  market. 

Likewise,  the  100  percent  margin 
requirement  of  1946  was  probably  too 
extreme.  Perhaps  Shiller’s  recommen- 
dation, made  during  the  Internet  Bub- 
ble, of  a slight  increase  in  the  margin 
requirement  to  serve  as  a “healthy  cau- 
tion signal”  is  a reasonable  approach 
that  should  be  explored.  Of  course,  a 


good  market  correction,  as  the  effi- 
cient-markers hypothesis  argues,  can 
also  take  care  of  the  problem.  HD 

Brian  Grinder  is  a professor  at  Eastern 
Washington  University  and  a member 
of  Financial  History's  editorial  board. 
Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies. 

Sources 

Bierman,  Harold,  Jr.,  The  Causes  of  the 
1 929  Stock  Market  Crash:  A Specula- 
tive Orgy  or  a New  Era?,  Greenwood 
Press,  1998. 

Bierman,  Harold,  Jr.,  The  Great  Myths  of 
1929  and  the  Lessons  to  he  Learned , 
Greenwood  Press,  1991. 

Crider,  Hohn  H.,  "Margins  on  Stock 
Lifted  to  100  P.C.  As  Inflation  Curb,” 
The  Neup  York  Times , January  18, 
1946,  pp.  1,  29. 

Fortune,  Peter,  “Margin  Requirements, 
Margin  Loans,  and  Margin  Rates: 
Practice  and  Principles,”  New  England 
Economic  Review , September/October 
2000,  pp.  19-44. 

Garbade,  Kenneth  D.,  “Federal  Reserve 
Margin  Requirements:  A Regulatory 
Initiative  to  Inhibit  Speculative  Bub- 
bles,” in  Crises  in  the  Economic  and 
Financial  Structure , Paul  Wachtel,  ed., 
Lexington  Books,  1982,  pp.  ^17-336. 
Kim,  Jane  J.,  “NYSE  Warns  on  Margin 
Loans,”  The  Wall  Street  Journal,  Janu- 
ary 27,  2007,  p.  D2. 

Metzler  Allan  1 1.,  A Fliston1  of  the  Federal 
Reserve:  Volume  1:  1913-/951,  The 
University  of  Chicago  Press,  2003. 
Shiller,  Robert  J.,  "Margin  Calls:  Should 
the  Fed  Step  In?,”  The  Wall  Street  Jour- 
nal, April  to,  2000,  p.  A46. 

“Shot  in  the  Arm,”  Time  Archive,  January 
27,  1947,  http://www.time.com/time/ 
magazine/article/0,9 1 7 1, 7789  29, oo.html. 

Note 

i For  more  information  on  how  margin 
accounts  work,  see  Margin:  Buying 
Money  to  Pay  for  Stocks  at  the  Securi- 
ties and  Exchange  Commission’s  web 
sire  (http://www.sec.gov/investor/pubs/ 
margin.htm). 
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Ferdinand  Pecora:  j 

The  Man  Who  I 

Exposed  Wall  Street  j 

By  John  Rotondi 


Ferdinand  Pecora  (right).  Senate  Banking  and  Currency  Counsel, 
with  Senator  Carter  Glass,  May  ;i,  1933. 


In  his  1914  book.  Other  People's 
Money  and  How  the  Bankers  Use  It, 
Louis  Brandeis  wrote,  “Sunshine  is  the 
best  disinfectant,  electric  light  the  best 
policeman.”  These  words  were  written 
during  a time  when  most  Americans 
were  unfamiliar  with  what  Brandeis 
called  the  “Money  Trust,”  a confabu- 
lation of  interlocking  directorships  and 
inequitable  shareholder  rights,  result- 
ing in  poor  corporate  governance, 
which  concentrated  power  in  those 
named  Instill,  Mitchell,  Morgan,  Wig- 
gin,  and  other  elite  leaders  who  con- 
trolled American  industry.  Nor  were 
most  Americans  familiar  with  the 
inner  workings  of  Wall  Street.  Bran- 
deis’s  words  were  written  before  the 
Roaring  Twenties  and  one  of  the 
greatest  bull  markets  in  American  his- 
tory. 1 ike  other  bull  markets,  investors 
didn’t  particularly  care  about  the  intri- 
cacies of  Wall  Street  as  long  as  they 
were  making  money. 

The  roar  of  the  1 920's  stock  market 
turned  into  a whimper  soon  after  the 
(.rash  in  October  1929.  The  premier 
stock  market  index,  the  Dow  Jones 
Industrial  Average,  reached  its  nadir  in 
September  1932  and  did  not  reach  the 
highest  levels  of  1929  until  a quarter 
of  a century  later,  in  1954,  as  the 
American  public  generally  avoided 
investing  in  the  stock  market.  It  took 
a man  named  Pecora,  backed  by  the 
power  of  Congress,  to  shed  “sun- 
shine” on  Wall  Street’s  practices  and 
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The  June  12,  1933  issue  of  Time  magazine  featured  Ferdinand  Pecora  on  its  cover. 


take  the  first  step  toward  restoring 
investors’  confidence  in  America’s 
capital  markets. 

The  Senate  Banking  and  Currency 
Committee  (today  known  as  the  Sen- 
ate Banking,  Housing,  and  Urban 
Affairs  Committee)  commenced  an 
examination  of  Wall  Street  and  stock 
market  practices  on  March  4,  1932.  It 
wasn’t  until  a year  later  when  the 
fourth  Committee  Counsel,  Ferdinand 
L.  Pecora,  had  been  chosen  to  lead  the 


Senate  hearings  that  progress  in  the 
investigation  started  to  be  made.  Pec- 
ora proved  to  be  such  a tenacious 
investigator,  and  he  uncovered  many 
varieties  of  malfeasance,  that  the  hear- 
ings became  associated  with  his  name. 

Pecora  was  born  on  January  6, 
1882  in  Nicosia,  Sicily.  His  family 
arrived  in  New  York  City  when  he 
was  five  years  old.  He  planned  on 
being  an  Episcopal  minister,  but 
because  of  his  family’s  financial  needs 
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chose  the  legal  profession  instead.  He 


graduated  from  New  York  Law 
School  in  1906  and  eventually  worked 
as  a New  York  County  Assistant  Dis- 
trict Attorney  at  137  Centre  Street,  a 
nine-story  loft  building  in  Manhattan. 
Under  the  leadership  of  the  District 
Attorney,  Jacob  H.  Banton,  Pecora 
prosecuted  many  boiler  room  opera- 
tors, who  had  sold  worthless  securities 
to  a naive  public. 

Just  shy  of  two  months  after  the 
Great  Crash,  Pecora  had  retired  from 
his  position  as  Chief  Assistant  District 
Attorney.  He  continued  to  be  referred 
to  as  “Chief”  among  his  aides  and 
apprentices,  even  after  he  left  this 
post.  He  was  practicing  as  a private 
attorney  before  he  assumed  the  role  of 
Committee  Counsel. 

During  the  Senate  investigation 
Pecora  had  uncovered  that  J.P.  Mor- 
gan and  his  eponymous  private  bank 
had  a “preferred  list”  of  influential 
clients  who  received  stock  at  below 
market  prices.  Pecora  also  found  that 
Charles  Mitchell,  Chairman  of 
National  City  Bank,  convinced  his 
bank’s  customers  to  invest  their  savings 
in  dubious  securities  sold  through  a 
brokerage  affiliate.  And  Pecora  dis- 
closed that  Albert  Wiggin,  Chairman 
of  Chase  National  Bank,  bearish  on  its 
own  stock,  sold  short  shares  of  Chase 
and  set  up  personal  holding  companies 
to  actively  trade  the  bank’s  stock.  And 
Pecora  found  that  Samuel  Instill  lever- 
aged his  company  by  using  abusive 
accounting  methods  and  corporate 
pyramid  structures. 

Pecora  adeptly  utilized  the  media, 
which  served  as  an  effective  conduit 
in  bringing  the  occurrences  in  the 
Committee’s  hearing  room  to  the 
American  public.  Time,  the  weekly 
newsmagazine,  featured  Pecora  on  its 
cover  on  June  12,  1933. 

The  hearings  ended  on  June  6, 
1934  with  the  Committee’s  submis- 
sion of  a final  report,  which  consisted 
of  22  volumes,  more  than  12,000 
pages,  and  1,000  evidentiary  exhibits. 
The  information  that  Pecora  was  able 
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* to  elicit  from  the  Committee's  wit- 
“ nesses  was  substantial  enough  to 
result  in  legislation.  The  disclosures 
. • laid  the  groundwork,  and  the  resulting 
h*  headlines  provided  the  requisite  public 
” support  for  enacting  several  major 
laws  whose  provisions  are  mostly  still 
as  relevant  today  as  they  were  more 
^ than  70  years  ago. 

The  Banking  Act  of  1933'  created 
the  Federal  Deposit  Insurance  Corpo- 
■*  ration  (FDIC)  insuring  investors’  sav- 
ings deposits  up  to  $2,500  ($100,000 
I today)  and  required  banks  to  jettison 
to  their  securities  underwriting  busi- 
? nesses.  The  Securities  Act  of  1933, 
S which  governs  the  issuance  of  securi- 
S ties,  and  the  Securities  and  Exchange 
I Act  of  1934,  which  created  the  Securi- 
ties and  Exchange  Commission  (SEC), 
% began  to  revive  investor  confidence, 
r.  The  Public  Utility  Holding  Company 
I Act  of  1935,“  which  was  far-reaching 
legislation,  made  the  SEC  responsible 
P for  regulating  the  issuance  of  securi- 
- ties  by  holding  companies,  which  had 
to  register  with  the  agency. 

In  its  final  report  the  Committee 
commended  Pecora’s  work  by  staring 
that  the  investigation’s  cost  was 
t “...justified  many  fold  by  the  incalcu- 
lable benefits  flowing  to  the  American 
I people  from  the  hearings  in  the  form 

I of  enlightenment  as  to  the  practices 
which  have  cost  them  so  dearly  in  the 
past  and  in  the  form  of  remedial  mea- 
sures designed  to  prevent  such  prac- 
tices for  all  time  in  the  future.” 

President  Franklin  Roosevelt 

I appointed  Pecora  to  the  SEC  for  a 
one-year  term,  which  began  on  July  2, 
I 1934-  He  served  almost  seven  months 
I before  accepting  a position  as  a judge 

Ion  the  New  York  State  Supreme 
Court,  where  he  held  that  position  for 
more  than  1 5 years.  Pecora  then 
| resigned  in  order  to  run  for  mayor  of 
New  York  City  in  1950,  but  he  lost 
the  four-candidate  race,  coming  in 
second  place.  Despite  this  setback,  he 
continued  his  interests  in  public  ser- 
vice and  practicing  law.  He  died  at 
the  age  of  89  in  1971.  na 


John  Rotottdi  is  the  Chief  Compliance 
Officer  of  Allianz  Global  Investors 
Distributors  LLC.  He  has  been  work- 
ing in  the  financial  services  industry 
for  14  years. 


Notes 

1 The  Gramm-I.each-Bliley  Act  of  1999, 
as  well  as  previous  legislation,  reversed 
many  of  the  Act’s  provisions. 

it  1 he  Energy  Policy  Act  of  2005  repealed 
the  Public  Utility  Holding  Company 
Act  of  1935,  which  had  become  out- 
dated. It  also  enacted  the  Public  Utility 
Holding  Company  Act  of  2005  and 
gave  the  Federal  Energy  Regulatory 
Commission  jurisdiction  over  its 
administration. 
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2007  Marks  the  90th  An 


niversary  c 
First  War  Bond  of  the  20th  Centu 


hjk 

By  Lawrence  D.  Schuffman 

This  year  marks  an  important 
anniversary  in  American  financial 
history.  Ninety  years  ago  the  United 
States  declared  war  on  the  Imperial 
German  government  and  entered  into 
World  War  I.  And  on  April  24,  1917, 
“The  Great  War”  brought  the  first  in 
a series  of  Liberty  Loan  and  Victory 
Loan  Bonds. 

Liberty  Loan  Bonds  were  con- 
ceived by  then-Secretary  of  the  Trea- 
sury William  Gibbs  McAdoo  to 
finance  and  support  the  war  effort; 
Victory  Loan  Bonds  were  issued  after 
the  war  ended.  These  bonds  were  usu- 
ally sold  in  maturities  of  30  years 
with  call  provisions  for  earlier 
redemptions,  although  shorter  matu- 
rities (five  to  15  years)  were  also  sold. 
They  could  be  redeemed  for  their  face 
value  plus  interest,  and  they  had 
coupons  which  could  be  clipped  for 
redemption  purposes.  Some  Regis- 
tered bonds,  similar  to  our  Savings 
and  “I”  Bonds,  were  issued  as  well. 


Registered  bonds  had  semi-annual 
interest  payments  mailed  to  the  hold- 
ers of  record.  At  the  time  of  issue, 
these  bonds  were  redeemable  in  gold. 

McAdoo  realized  he  had  to  fund  the 
war  effort  with  publicly  generated 
funds  while  at  the  same  time  not  harm- 
ing the  banking  system.  Consequently, 
the  interest  rates  paid  on  Liberty  and 
Victory  Bonds  were  lower  than  those 
paid  by  the  banking  institutions. 
McAdoo  needed  to  appeal  to  the  innate 
patriotism  of  Americans  to  succeed,  so 
he  launched  an  aggressive  campaign  to 
raise  money  from  those  who  supported 
the  war  effort  by  selling  Liberty  Bonds. 

The  government  used  famous 
artists  and  illustrators  such  as 
Howard  Chandler  Christy,  J.C.  Leyen- 
decker,  Henry  Raleigh,  and  J.  Scott 
Williams  to  motivate,  inspire  anger, 
and  create  fear  among  Americans  to 
the  realization  of  how  horrible  life 
would  be  if  America  and  its  allies  lost 
the  war.  The  premise  of  these  propa- 
ganda posters  ranged  from  patriotic 
and  majestic  to  frightening. 


Popular  actors  and  actresses  of  the 
day,  such  as  A1  Jolson,  Mary  Pickford, 
Douglas  Fairbanks  and  Charlie  Chaplin, 
hosted  bond  rallies.  Even  the  Girl  and 
Boy  Scouts  were  enlisted  into  the  cause; 
they  went  door-to-door  selling  bond 
subscriptions.  School  children  saved 
their  nickels  and  dimes  and  added 
their  change  to  their  parents’  dollars 
to  buy  special  stamps,  which  were 
then  mounted  into  their  War  Savings 
Certificate  booklets  to  buy  war  bonds. 

The  entire  allotment  of  the  First 
Liberty  Bond  issue  of  $2  billion 
worth  was  sold  in  denominations  of 
$50  to  $10,000.  The  $50  and  $100 
denominations  enabled  lower  income 
groups  to  participate,  while  the 
higher  denominations  were  pur- 
chased by  high-income  individuals, 
banks,  and  by  U.S.  corporations  to 
pay  dividends  to  shareholders.  For 
example,  U.S.  Steel  purchased  $125 
million  in  Liberty  Bonds. 

Some  complained  that  the  interest 
rate  of  3.5  percent  was  too  low,  but 
this  was  the  same  as  other  govern- 
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Sso  First  Liberty  Loan  Converted  Bond.  1918. 


merit  instruments,  and  the  interest  on 
these  bonds  was  tax  exempt  except 
for  estate  and  inheritance  taxes. 

This  may  not  seem  like  a benefit 
under  our  current  tax  structure,  but 
with  the  maximum  tax  rate  then  of  67 
percent,  a bond  paying  a 3.5  percent 
federally  tax-free  interest  rate  is 
equivalent  to  a risk  free  taxable  10.6 
percent  yield. 

The  wartime  economy  surged, 
interest  rates  rose  and  bond  prices  fell. 


Many  of  the  first  two  issues  of 
l iberty  Bonds  were  redeemed  or 
converted  to  higher  rate  issues. 
I hose  bonds  converted  were 
exchanged  into  the  “First  Liberty 
Bond  Converted”  or  “Second  Lib- 
erty Bond  Converted”  issues.  The 
first  two  Liberty  Loan  Bond  issues 
that  were  not  redeemed  or  converted 
are  among  the  rarest  of  the  bonds 
issued.  Many  of  these  bonds  have 
not  survived  the  last  nine  decades 


Sr 00  Third  Liberty  Loan  Bond.  1918. 


because  they  were  redeemed  due  to 
the  need  for  money  during  the  Great 
Depression  of  the  1930s. 

There  were  a total  of  four  Liberty 
Loan  Bond  issues  and  one  Victory 
Loan  Bond  issue.  Of  the  $24  billion 
in  total  subscriptions  offered,  $21 
billion  dollars  of  bonds  were  issued. 
The  average  purchase  of  five  issues 
was  $445.  Analyzing  the  denomina- 
tions of  the  war  bonds  still  outstand- 
ing as  of  June  30,  1920,  only  S3. 9 
billion  or  about  20  percent,  were 
issued  in  the  denominations  of  $50 
and  $100,  representing  average 
Americans  with  modest  means  who 
supported  the  war  effort.  As  a point 
of  comparison,  the  financial  cost  to 
the  H. S.  of  WWI  was  approximately 
$32  billion,  or  approximately  $500 
billion  in  current  dollars.  D3 


Lawrence  D.  Schuffman,  MSFS,  CFP, 
CLU,  specializes  in  Estate  and 
Retirement  planning  through  Summit 
Financial  Resources , Inc.,  and  is  the 
historical  consultant  to  USALIB- 
ERTYLOANBONDS.com. 
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Since  its  inception  in  1886,  Sears  has 
issued  many  glossy  publications  filled 
with  numbers  and  descriptions.  Most 
of  those  have  been  catalogues,  with 
dazzling  copy  written  by  Richard 
Sears  himself.  But  exactly  100  years 
ago  the  firm  issued  a different  kind  of 
publication  filled  with  numbers  and 
descriptions:  its  first  annual  report. 

That  1907  annual  report  was  a 
result  of  the  company’s  initial  public 
offering  the  previous  year,  which 
raised  $40  million,  and  was  under- 
written by  Goldman  Sachs  with  help 
from  Lehman  Brothers.  It  was  the 
first  major  retail  IPO  in  American 
history  and  marked  an  important 
inflection  point  in  the  American 
economy.  It  was  the  point  where  the 
consumer  economy  rose  to  equal 
footing  with  the  industrial  one.  It 
was  also  one  of  the  high  points  in  an 
epic  entrepreneurial  saga. 


Until  that  time  the  large  companies 
raising  money  on  the  equity  markets 
were  industrial  concerns  with  large 
capital  demands:  railroads,  shipping 
lines,  mining  and  manufacturing  oper- 
ations. All  dozen  companies  on  the 
Dow  Jones  Industrial  Average  at  the 
time  were  heavy  industries  (table,  p. 
22),  and  it  would  not  be  until  1924 
that  a retail  firm  was  added  to  the 
DJIA:  Sears  Roebuck,  on  May  12. 

So  the  1906  Sears  IPO  marked  the 
first  time  a retail  concern  got  off  the 
porch  to  run  with  the  big  dogs  on  Wall 
Street.  The  fact  that  it  was  able  to 
do  that  reflected  dramatic  sea  changes 
in  the  body  politic.  The  rise  of  the  con- 
sumer economy  was  marked  by 
volume  buying  to  reduce  costs,  and 
volume  selling,  driven  by  advertising. 

“Department  stores  were  the  sur- 
face foamings  of  a tectonic  reshaping 
of  American  social  and  economic 
arrangements  that  was  gaining  speed 


Julius  Rosenwald,  president 
of  Sears  from  1908-1924. 
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SEARS,  ROEBUCK 
AND  CO. 

Balance  Sheet  and  Profit 
and  Loss  Account  to 
June  30,  1907. 


The  cover  of  the  first 
Sears  annual  report,  June  to,  190?. 

in  the  1870s  and  ’80s,”  writes  Charles 
R.  Morris  in  The  Tycoons  (Holt,  New 
York,  2005;  reviewed  in  issue  86). 
“Not  many  years  before  farm  wives 
made  their  soap  and  candles  from  vats 
of  animal  fat,  one  of  the  nastiest  of  a 
woman’s  duties.  By  the  1840s  and 
’50s  better-off  tarmwomen  bought 
their  soap  and  candles  from  regional 
manufacturers  like  Cincinnati’s  Proc- 
ter & Gamble." 

The  Tycoons  also  quotes  Walt 
Whitman  saying  in  1858  that  “the 
most  valuable  class  in  any  commu- 
nity is  the  middle  class  — the  men  of 
moderate  means  living  at  the  rate  of  a 
thousand  dollars  a year  or  so.” 

To  serve  that  burgeoning  demand, 
dry-goods  stores  were  expanding  and 
evolving.  According  to  a survey  pub- 
lished by  Steven  Schoenherr,  profes- 
sor of  history  at  the  University  of  San 
Diego,  the  world’s  first  department 
store  was  the  Bon  Marche  in  Paris. 
Proprietor  Aristide  Boucicaut  opened 
his  first  “bargain  store”  in  1838,  and 
by  18  51  it  had  become  what  today 
would  be  recognized  as  a department 
store:  wide  variety,  fixed  prices,  and 
large  volumes. 


Around  the  same  time  in  the  U.S. 
Alexander  Turney  Stewart,  an  ex-min- 
ister and  school  teacher  lent  money  to 
a friend  to  open  a store.  When  it 
failed,  Stewart  took  it  over,  and  was 
successful.  So  much  so  that  in  1848  he 
opened  the  Marble  Dry  Goods  Palace 
catering  to  women  at  Broadway  and 
Chambers  Street  in  New  York.  Four 
„ vears  later  he  built  the  even  larger 
J Cast  Iron  Palace  at  Broadway  and  9th 
7 Street,  serving  men  and  women  with  a 
c staff  of  2,000  in  19  departments  on 
£ eight  floors. 

In  1858  Rowland  Hussey  Macy,  a 
^ seaman,  opened  a “fancy  dry  goods” 
2 store  in  New  York.  According  to 
> Schoennherr,  the  red  star  he  had  tat- 

Q 

tooed  on  his  hand  as  a boy  aboard  a 
whaler  became  the  symbol  for  the  new 
store.  New  York  became  a center  of 
the  trade,  but  every  major  city  had  its 
own  department  store  magnate:  Mar- 
shall Field  and  Aaron  Montgomery 
Ward  in  Chicago,  John  Wannamaker 
in  Philadelphia,  and  a host  of  others 
(table,  p.  36). 

Every  one  of  them  has  a founding 
story,  but  none  is  as  dramatic  or  indica- 
tive of  the  best  and  worst  of  free-market 
capitalism  as  the  story  of  Sears.  Accord- 


ing to  the  company's  own  history, 
Richard  Sears  was  an  entrepreneurial 
fellow  without  much  capital,  working 
as  a railway  express  agent  in  North 
Redwood,  MN.  One  day  in  1886  he 
received  a shipment  of  watches  that 
were  refused  by  the  addressee.  He 
bought  them  from  the  shipper  and 
resold  them  to  other  agents. 

Within  the  year  he  opened  the 
R.  W.  Sears  Watch  Company  of 
Minneapolis.  The  next  year  he 
moved  to  Chicago,  and  placed  an  ad 
for  a watchmaker.  In  walked  Alvah 
C.  Roebuck,  and  a new  company 
was  born. 

That  is  where  the  tale  turns 
strange.  The  official  version  is  that 
Julius  Rosenwald  joined  the  com- 
pany in  1895  and  took  over  the 
operations  that  were  bogging  down. 
But  according  to  a privately  pub- 
lished history  in  the  archives  of 
Goldman  Sachs,  there  was  a fourth 
principal:  Aaron  Nusbaum.  He  made 
his  first  fortune  at  Chicago’s 
Columbian  Exposition  in  1893,  and 
called  upon  Sears  two  years  later  to 
sell  a pneumatic-tube  system. 

That  was  the  same  year  Roebuck, 
a craftsman  not  an  entrapper,  bailed 


1 906  certificate  for  preferred  stock  in  Sears,  Roebuck 
issued  to  Richard  Sears  and  signed  by  Julius  Rosenwald. 
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Certificate  for  20,000  shares  of  Sears  stock  issued  to 
Julius  Rosenwald  in  1904 — a year  and  a half  before  the  company's  IPO. 


out  of  the  troubled  company.  Sears 
bought  him  out  for  $25,000.  Remem- 
ber that  number.  Seeking  new  capital, 
Sears  invited  Nusbaum  to  buy  a half 
interest  for  $75,000.  Unable  to  raise 
the  full  amount  himself,  Nusbaum 
brought  in  his  brother-in-law,  Julius 
Rosenwald. 

Rosenwald,  a clothier,  was  friends 
with  Henry  Goldman,  and  already  a 
supplier  to  Sears.  Indeed,  Sears  Roe- 
buck owed  Rosenwald’s  company 
money.  How  the  exact  payment  was 
arranged  is  not  clear,  but  Nusbaum 
and  Rosenwald  each  bought  a quarter 
interest  in  Sears  Roebuck  for  $37,500. 

According  to  a balance  sheet  from 
August  1895,  signed  by  all  three,  the 
company’s  net  worth  was  reported 
at  $54,570.76.  Four  days  later  the 
company  was  re-incorporated  in  Illi- 
nois with  a capital  of  $150,000.  Sears 
held  800  shares  each  worth  $100; 
Nusbaum  and  Rosenwald  each  held 
350  shares.  Recapitalized  but  still 
floundering,  Nusbaum  tackled  the 
operational  problems,  Rosenwald 


handled  fulfillment,  and  Sears  went 
back  to  writing  ad  copy  and  work- 
ing suppliers. 

But  clashes  of  style  soon  devel- 
oped between  Sears,  the  free  spirit, 
and  the  Nusbaum,  the  disciplinarian. 
Early  in  1901,  with  Nusbaum  on  a 
health  leave  in  Florida,  Sears  gave 
Rosenwald  an  ultimatum:  either  the 
two  would  buy  out  Nusbaum,  or 
Rosenwald  and  Nusbaum  could  buy 
out  Sears.  Again,  the  details  are 
murky,  but  Nusbaum  resigned  as  sec- 
retary and  treasurer  in  February. 
Rosenwald  assumed  complete  oper- 
ating control,  but  negotiations  for  a 
buyout  did  not  begin  until  later  in 
the  year. 

Nusbaum  felt  he  had  been 
betrayed,  but  Sears  and  Rosenwald 
felt  the  company  had  to  be  saved  from 
the  friction  in  the  executive  suite. 
Negotiations  dragged,  but  by  the  end 
of  1903  company  records  showed 
Nusbaum  had  been  paid  off  in  full,  a 
total  of  $1,349,752.46  for  what  was 
by  then  a one-third  share. 


Two  years  later  the  company  was 
again  struggling,  and  Rosenwald 
approached  his  friend  Henry  Sachs  for 
a loan  of  $5  million.  Sachs  thought 
that  the  figure  was  inadequate,  and 
suggested  a public  offering.  Goldman 
Sachs  and  Lehman  Brothers  under- 
wrote $10  million  in  preferred  shares 
floated  at  $97.50,  and  $30  million  of 
common  shares  floated  at  $50. 

Sears  and  Rosenwald  each  got  $4.5 
million  for  their  previous  stock,  four 
times  what  Nusbaum  had  been  paid, 
and  180  times  what  Alvah  Roebuck 
got  just  four  years  earlier.  But  the  esca- 
lation had  only  just  begun. 

As  a result  of  the  IPO  the  company 
was  strong  enough  to  survive  the 
Panic  of  1907.  But  the  following  year 
Rosenwald  advised  cost  controls  as  a 
precaution.  Sears  advocated  continued 
spending  on  advertising  in  particular. 
Most  senior  company  officials  sided 
with  Rosenwald,  and  Sears  resigned  as 
president,  although  he  remained  chair- 
man of  the  board  until  1912. 

Rosenwald  continued  to  run  the 
company  profitably,  and  became  a 
philanthropist  donating  many  millions 
to  public  schools,  universities  and 


Dow  Jones  Industrial  Average 

April  1,  1905 

Amalgamated  Copper 

American  Car  & Foundry 

American  Smelting  & Refining 

American  Sugar 

Colorado  Fuel  & Iron 

National  Lead 

Peoples  Gas 

Tennessee  Coal  & Iron 

U.S.  Rubber 

U.S.  Rubber  first  pfd. 

U.S.  Steel 

U.S.  Steel  pfd. 

Source:  Dow  Jones 
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Paul  Cabot 

ON... 


His  summer  job  in  business  school,  1922: 

Thar  got  me  into  studying  these  common  stocks.  1 used  to  study  the  earnings  and  1 still  believe  that 
the  single  most  important  fact,  other  than  the  honesty  of  the  management,  is  the  amount  and  direction 
of  your  earnings.  That’s  what  got  me  studying  the  companies  and  trying  to  determine  what  is  the  real  value. 

The  Crash  of  1929: 

It  was  an  exciting  and  frightening  experience.  As  the  hooks  say,  down  on  Wall  Street  all  the  brokers 
were  jumping  out  of  the  windows  and  killing  themselves.  But  we  were  young  and  not  particularly  frightened. 

Franklin  D.  Roosevelt  in  1936 : 

I was  tremendously  impressed.  I gave  him  my  speech  “A.”  He  pulled  just  one  sheet  out 
of  his  drawer,  and  it  had  the  whole  summarized  tax  bill  [Revenue  Act  of  1936].  1 told  him  what  we 
wanted  and  why.  And  he  understood  what  it  was  all  about  better  than  anybody  I had  talked  to  in 
Washington -mind  you  1 was  prejudiced  against  the  guy. 

Companies  defending  against  takeovers,  in  1969: 

In  order  to  avoid  being  raped  they  consummate  a legitimate 
marriage,  but  in  either  case  they  lose  their  virginity. 

Sidney  Weinberg  of  Goldman  Sachs, 

Paul  speaking  in  1979: 

I would  say  there  never  was  a more  honest,  forthright  fellow.  I hat's  probably  one  reason  why  I loved  him  so. 
Completely  one  hundred  percent  honest.  And  he’d  never  put  up  with  any  monkey  business  on  any  boards  he  was  on. 

Passion  for  Reality 

Paul  Cabot  and  the  Boston  Mutual  Fund 

by  Michael  R.  Yogg , PhD,  CFA 

Order  from  your  local  bookstore,  call  888-795-4274  ext.  876,  or  order  online  at 
www.xlibris.com, www.bn.com, www.bordcrs.com,  or  www.amazon.com 
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Landscape 
architect  Frederick 
Law  Olmsted’s 
original  plan  for 
Riverside. 
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Riverside,  IL,  has  a storied  place  in 
architectural  history.  It  is  the  most 
important  planned  community  by 
noted  landscape  architect  Frederick 
Law  Olmsted,  and  was  one  of  the  first 
suburbs  specifically  designed  as  a rural 
retreat  for  wealthy  city  businessmen. 
Yet  Riverside’s  beginnings  were  rife 
with  financial  chicanery,  a fictitious 
railroad  land  company,  and  mysterious 
Eastern  investors. 

Only  nine  miles  southwest  of  the 
city  of  Chicago,  the  area  was  settled  in 
the  1830s,  as  men  who  fought  in  the 
1832  Blackhawk  War  returned  East 
with  reports  of  the  attractiveness  of 
the  land  around  Fort  Dearborn.  By  the 
end  of  the  Civil  War,  much  of  the 
land  had  become  Riverside  Farm,  a 
substantial  horse-breeding  farm  owned 
by  David  Gage.  Gage  was  a prominent 
businessman,  owner  of  the  Sherman 
House  hotel  in  Chicago,  and  a popular 
City  Treasurer.  His  property  included  a 
training  race  track  with  a viewing 
stand  that  attracted  race  enthusiasts 
from  the  city  who  made  the  journey  by 
special  Pullman  trains  on  the  Chicago, 
Burlington,  & Quincy  Railroad. 

The  beginning  of  the  Riverside 
Improvement  Company  dates  to  the 
summer  of  1868,  when  Gage  met 
Emery  E.  Childs,  a real  estate  specu- 
lator. Childs  offered  to  buy  Gage’s 
land  and  improve  it  by  paving  roads, 
installing  sewers,  building  a gas  and 
water  works,  and  to  subdivide  the 
property  into  substantial  house  lots.' 
Childs  contracted  to  buy  Gage’s 
1,100  acres  for  $300,000.  The  pur- 
chase was  on  installments:  $20,000 
down,  $20,000  in  three  months,  and 
most  importantly,  the  remainder  paid 
as  lots  were  sold  to  homeowners.  As 
individuals  paid  for  the  lots,  Gage 
was  to  sign  over  a deed  of  ownership, 
making  Gage  an  active  participant  in 
the  enterprise.  In  addition.  Gage  was 
also  to  receive  10  percent  of  the 
enterprise  profit. 
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The  Arcade  building  teas  the  only  commercial  building  Olmsted  provided 
for  in  his  plan  for  Riverside.  It  was  designed  by  Frederick  Withers  and  built  in  1R71. 


At  the  same  time,  Childs  bought  an 
additional  500  acres  from  another 
landowner,  Eli  Prescott,  for  $40,000. 
Again,  the  sales  terms  were  on  install- 
ment, with  only  Si 0,000  in  cash  up 
front.  Amazingly,  Childs  paid  at  most 
$50,000  in  cash  for  the  1,600  acres  of 
Riverside  land.  It  was  estimated  later 
that  this  $50,000  was  only  equity  in 
the  entire  Riverside  enterprise. 

By  August  1868,  Childs  had 
arranged  for  Frederick  l aw  Olmsted  to 
visit,  and  negotiated  his  services  as 
designer  of  the  suburb  and  superinten- 
dent of  the  entire  construction  project. 
By  September  1,  at  Childs’s  insistence, 
Olmsted  had  drafted  a preliminary 
report.  The  report  is  a curious  mixture 
of  disdain  for  the  “uninteresting”  and 
“positively  dreary”  Chicago  landscape, 
and  Olmsteds  views  on  the  require- 
ments of  civilized  town  living.  In  par- 
ticular, Olmsted  included  a pitch  for 
three  “artificial  requirements:”  first, 
sculpted  and  curved  roadways;  second, 
substantial  common  parkland  space; 
and  third,  a massive  pleasure  drive 
extending  from  Riverside  four  miles 
across  flat  prairie  to  the  city  limits. 

While  the  roadways  and  parkland 
space  would  become  Olmsted’s,  and 


Riverside’s,  signal  contribution  to 
suburban  planning,  it  is  the  pleasure 
drive  that  is  an  intriguing  part  of  the 
plan.  The  proposed  road  was  vintage 
Olmsted.  Many  of  Olmsted’s  major 
park  projects,  such  as  The  Park  in 
Buffalo,  NY,  designed  with  partner 
Calvert  Vaux  at  the  same  time  as 
Riverside,  included  broad  connecting 
boulevards  that  echo  Olmsted’s  fasci- 
nation with  Baron  Georges-Eugene 
Haussmann's  Paris.  Bur  the  Riverside 
connecting  drive  was  not  Olmsted’s 
idea,  it  was  Childs’s. 

Riverside  didn’t  need  the  parkway. 
It  sits  squarely  on  the  CBNQ  tracks 
from  Chicago.  And  Olmsted’s  plans 
for  a road  “adapted  to  the  require- 
ments of  pleasure  driving...  and  with 
varied  and  agreeable  accessories  and 
appurtenances"  was  potentially  ruinous 
in  both  time  and  money.  I lowever,  the 
road  would  turn  out  to  be  useful  to 
Childs  in  quite  another  way. 

I he  contract  that  Olmsted  negoti- 
ated with  Childs  is,  in  a word,  amazing. 
Olmsted  N:  Vaux’s  firm’s  famous  com- 
missions included  Central  Park  in 
Manhattan,  Prospect  Park  in  Brook- 
lyn, the  grounds  of  Cornell  University 
and  the  College  of  California  at  Berke- 


ley, and  South  Park  in  Chicago."  Yet 
Olmsted's  Riverside  contract  is  daz- 
zlingly  out-sized:  his  fee  for  the  design 
of  the  suburb  and  for  his  firm’s  super- 
vision of  the  construction  works  was 
$112,500.  To  put  this  in  perspective, 
Olmsred’s  salary  as  superintendent 
and  architect-in-chief  of  Central  Park 
was  $4,000  in  i860;"'  his  salary  to 
manage  the  enormous  Big  Bear  gold 
mine  in  California  was  a magnificent 
$10,000  in  1862,  and  his  fee  for  the 
design  w'ork  for  Prospect  Park  in  1865 
was  $8,000.  Olmsted  characterized 
the  Riverside  business  as  “a  regular 
flyaway  speculation  managed  on  Gold 
Exchange  and  Erie  principles.”"  But, 
like  Childs,  Olmsted  too  appeared  to 
be  in  it  for  the  money.  Happily  for 
Childs,  Olmsted  arranged  to  be  paid 
in  part  in  Riverside  lots,  of  which 
Childs  had  a large  number. 

Up  to  this  point,  Childs  had  been 
acting  under  his  name  alone.  Now,  the 
Riverside  Improvement  Company 
(RIC)  was  officially  incorporated  by 
the  Illinois  State  legislature  in  March, 
1869,  and  the  Riverside  Gas  and 
Water  Works  soon  followed.'  The  arti- 
cles of  incorporation  authorized  the 
RIC  to  extend  its  streets  to  the  City  of 
Chicago  “by  an  attractive  and  orna- 
mental driveway”  and  collect  toll  for 
“good  repair”  and  also  to  “lay  down, 
construct  and  operate  a railway  for 
compensation.”  The  RIC  could  issue 
bonds  and  mortgage  lands;  it  was  not, 
however,  allowed  to  operate  a bank. 

By  the  beginning  of  the  building 
season  in  April  1869,  Childs  was 
advertising  for  bids  for  road  construc- 
tion, and  by  August  a contract  was  let 
for  construction  and  materials  for  the 
parkway.  An  American  Bttihler  article 
on  the  construction  progress  states 
that  eight  miles  of  road  in  Riverside 
itself  had  been  graded,  and  four  com- 
pleted, and  “elegant  cottages  and  a 
hotel,  actually  a small  refectory,"  on 
the  river”  were  complete.  The  200- 
foot-wide  highway  to  the  city  was 
“well  advanced.”  Childs  insisted  on 
building  to  the  highest  standards,  even 
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Aerial  view  of  Riverside  early  in  its  development. 


importing  a hyper-modern  steam  road 
grader  from  Europe  to  do  the  job  right. 

But  the  RIC  was  borrowing  heavily 
to  finance  all  of  this  construction. 
According  to  its  articles  of  incorpora- 
tion, the  RIC  had  a capital  stock  of  up 
to  $i  million,  of  which  $300,000 
could  be  issued  immediately.  But 
because  investors  could  subscribe  for 
their  shares  and  then  pay  in  install- 
ments or  even  land,  the  RIC  charter 
allowed  the  Company  to  commence 
business  when  $25,000  was  paid  in  on 
the  first  $100,000  capital  subscribed, 
a level  of  equity  reach  by  April  1969. 

Subsequently,  the  RIC  borrowed  the 
funds  needed  to  advance  construction, 
and  did  so  frequently.  Despite  personal 
notes  pledged  by  all  of  the  RIC  direc- 
tors to  various  Chicago  banks,  the  RIC 
quickly  developed  cash  flow  problems 
as  the  expensive  project  continued.  In 
April,  construction  of  the  Riverside 
Hotel,  a massive  resort  hotel  designed 
by  William  LeBaron  Jenney,  was 
funded  by  subscription  of  RIC  direc- 
tors, as  well  as  by  several  prominent 
Riverside  residents. 

The  project’s  cash  flow  problems 
were  apparent  very  early.  A progress 
report  issued  by  the  Company  in  April 


of  1869  offered  “SPECIAL  INDUCE- 
MENTS...free  from  assessments  for 
the  improvements”  for  potential  lot 
purchasers.  In  April,  too,  Olmsted 
resigned  from  the  Riverside  project,  in 
part  because  of  the  difficulty  of  col- 
lecting the  fees  owed  to  him.  In  May 
1870,  as  construction  commenced  for 
the  second  year,  the  RIC  issued 
$120,000  in  bonds  to  Peabody  and 
Gallup,  a Chicago  banking  and  mort- 
gage firm,  backed  by  a trust  deed  on 
the  Prescott  property.  By  August, 
$150,000  in  bonds,  backed  by  trust 
deeds  on  Gage’s  Riverside  lots,  had 
been  guaranteed  by  Childs  and  a New 
York  associate,  David  Duncombe,  and 
sold  by  Duncombe  in  New  York.vii  By 
November,  $200,000  more  bonds  were 
issued  and  again  sold  by  Duncombe  in 
New  York.  The  trust  deed  for  this 
issue  was  apparently  never  recorded. 

Meanwhile,  the  RIC  pulled  out  all 
of  the  stops  to  sell  Riverside  lots.  In 
February  1870,  a special  Pullman  car 
was  hired  to  take  “businessmen,  capi- 
talists, and  railroad  men  of  Chicago” 
to  view  the  construction  progress,  an 
early  example  of  vacation  resort  sales 
techniques.  When  Olmsted  failed  to 
show  up  for  the  speeches,  Leverett 


Murray,  an  RIC  director,  filled  in. 
Articles  were  placed  in  Western  Home 
detailing  the  100  houses  in  process  of 
construction,  and  Chicago  Tribune 
advertisements  offered  a special  50- 
§ cent  excursion  fare  on  the  CB&Q  for 
| day  trips  to  Riverside  from  Chicago, 

1 with  dinner  and  supper  available  at 
13  the  resort  hotel. 

.vj 

2 Sales  were  disappointing,  however. 
£ By  April  1871,  only  300  lots  out  of 

the  total  1,500  had  been  sold,  but 
| Childs  came  up  with  a scheme  to  pay 
A off  the  outstanding  debts  and  go  on 
with  construction.  Childs  proposed 
that  the  RIC  transfer  five-eighths  of  its 
Riverside  property  to  the  Riverside 
Water  and  Gas  Works  Company 
(RWGWC),  a company  with  no  limits 
on  bond  issuance.  Backed  by  the  trust 
deedsvl"  on  this  property,  referred  to  in 
court  cases  as  the  Greenbaum  trust, 
after  the  prominent  Chicago  banker 
Harry  Greenbaum  who  held  the  trust 
bonds,  the  RWGWC  issued  $1,000,000 
in  bonds.  And  the  remaining  three- 
eighths  of  the  land?  The  RIC  used  the 
property  to  issue  bonds  in  its  name, 
also  backed  by  the  Greenbaum  trust 
deed,  for  $600,000.  With  these  Green- 
baum bonds,  Childs  proposed  to  pay 
off  the  massive  debt  to  Gage,  who  still 
held  title  on  a substantial  portion  of 
the  original  Riverside  Farm,  all  of  the 
Prescott  debt,  including  the  Gallup 
and  Peabody  bonds,  and  several  other 
substantial  creditors.  In  exchange  for 
the  bonds,  Childs  proposed  that  Gage 
transfer  his  land  to  him,  personally, 
and  somewhat  surprisingly.  Gage  agreed 
to  the  exchange,  swapping  his  land  for 
759  Greenbaum  bonds. 

But  alas,  Childs’s  trip  to  New  York 
that  summer  to  sell  the  remaining 
bonds  was  not  a success.  In  October 
187T,  the  Chicago  Fire  devastated  the 
downtown,  guaranteeing  that  any 
capital  available  would  go  to  rebuilding 
the  city.  As  Gage  said  in  later  testimony, 
“if  only  the  fire  had  held  off  for  a few 
weeks”  the  RIC,  and  Riverside,  might 
have  had  a chance.  Childs,  ever 
resourceful,  used  a number  of  the 
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The  Riverside  Hotel,  designed  hy  William  LeBaron  Jettney,  opened  in 
July  1 8-1.  It  was  never  successful  in  attracting  resort  clients  and  became  a 
boarding  house  before  burning  to  the  ground  in  iSR~. 


Greenbaum  bonds  as  collateral  to  fund 
the  smaller  creditors’  claims  against 
the  Company.  But  according  to  Gage, 
“Riverside  was  dead,"  and  the  RIG 
and  its  various  units,  the  gas,  water 
works,  and  the  hotel,  were  S 1,000,000 
in  debt.  One  creditor  who  was  owed 
§75,000  under  the  Prescott  bonds 
would  not  be  put  off.  Louis  Sapieha 
sued  the  Company  in  July  of  1872, 
and  a foreclosure  sale  was  scheduled. 

However,  Childs  launched  one  more 
scheme  to  rescue  Riverside.  In  May 
1872,  the  aldermen  of  the  Common 
Council  of  Chicago  had  voted  unani- 
mously to  grant  the  Chicago  and 
LaSalle  Railroad  a valuable  right  of 
way  into  the  city.  Coincidentally,  the 
organizers  of  this  fortunate  company 
were  Childs  and  most  of  the  directors 
of  the  RIC.  Subsequently  renamed  the 
Chicago  and  Great  Western  Railroad 
Company,  its  charter  called  for  building 
a railroad  from  Chicago  through 
Riverside  and  Western  Springs,  another 
Chicago  suburb  on  the  CBQ  line,  west 
to  the  Mississippi  River.  A charter  for 
the  Chicago  and  Great  Western  Con- 
struction Company,  and  the  Chicago 
and  Great  Western  Land  Company  soon 
followed.  The  railroad  company  issued 
$7  million  of  railroad  bonds  to  the 
Farmers  Loan  and  Trust  Company  of 
New  York,  secured  largely  by  nothing 


but  the  railroad’s  prospects.  Childs 
transferred  the  RIC  and  Gas  Works 
lands,  almost  the  whole  of  Riverside, 
to  the  CGW  Land  Company.  Childs 
hoped  that  the  various  Riverside 
claimants  would  settle  for  the  receipt 
of  some  combination  of  railroad  bonds 
and  stock  in  the  land  and  construction 
companies.1'  J.  N.  Jewett,  a Chicago 
lawyer,  was  put  in  charge  of  a general 
clearinghouse,  issuing  new  securities 
(railroad  bonds  primarily)  in  exchange 
for  the  debts  and  claims  submitted 
to  him. 

To  settle  Sapieha’s  claim,  and  rid  the 
RIC!  of  the  possibility  of  a foreclosure 
sale,  Childs  brought  in  new  investors, 
who  were  to  prove  one  claimant  too 
far  m the  Riverside  business.  The 
Pecks  (C  larence,  Ferdinand,  and  Wal- 
ter) were  powerful  Chicago  business- 
men— Walter  would  later  hire  Adler 
and  Sullivan  to  build  the  landmark 
Auditorium  Theater,  another  Chicago 
architectural  masterpiece  — whose 
interest  in  the  Riverside  business  arose 
from  their  desire  to  run  a railroad  out 
from  Chicago  to  their  real  estate  spec- 
ulations in  Western  Springs.  The  Pecks 
paid  Sapieha’s  claim  in  full,  and  in 
return  received  the  first  100  railroad 
bonds,  numbered  1 to  100,  with  a face 
value  of  $100,000.  The  issue  of  the 
priority  of  the  first  100  bonds,  and 


their  potential  to  relegate  the  other 
claimants  to  secondary  status,  would 
result  in  an  explosion  of  suits  and 
a cross-bills  over  the  next  few  years. 

Jewett  finally  completed  the  massive 
£ restructuring  of  Riverside  claims  in 
c June  of  1873.  A year  later,  two  partic- 
3 ular  investors  acted  on  their  misgivings 
-|  about  the  settlement  and  filed  suit. 
£ Alpheus  Badger,  a banker  by  trade  and 
a director  of  the  RIC  from  its  inception, 
£ sued  to  establish  that  his  share  of  the 
S.  railroad  bonds  (numbered  roi  through 
J 200)  had  the  same  preference  as  the 
Pecks'.  Badger  needed  this  assurance, 
© since  he  had  used  the  bonds  as  security 
in  his  personal  banking  business. 

The  second  investor  to  sue  was 
David  Gage.  Gage's  suit  largely  sought 
to  reverse  the  whole  Jewett  settlement 
and  restore  him  to  his  original  position 
as  first  creditor  among  many.  Not  only 
that.  Gage  wanted  the  whole  business 
resolved:  a receiver  appointed,  a fore- 
closure sale,  and  for  good  measure 
Childs’s  Riverside  residence  seized. 
Gage  had  particular  reason  to  be  anx- 
ious about  his  claim,  since  he  had 
transferred  ownership  of  his  bonds  to 
the  City  of  Chicago  in  partial  settle- 
ment of  the  $500,000  he  was  accused 
of  embezzling  from  the  City  while  act- 
ing as  treasurer. 

The  Pecks  quickly  filed  suit  to  dis- 
mantle the  whole  Jewett  trust.  Using  a 
clause  in  the  original  bond  agreement, 
the  Pecks  claimed  that  any  holder  of  10 
of  the  bonds  could  trigger  a foreclosure 
sale  or  could  convert  their  bonds  into 
the  Riverside  property  used  as  the 
bonds’  collateral.  The  suit  also 
reminded  the  court  that  the  Pecks  held 
bonds  1 through  100.  In  point  of  fact, 
the  Pecks  were  claiming  all  of  Riverside, 
or  the  money,  whichever  was  more. 

In  all,  12  suits  (bills)  and  counter- 
bills, involving  more  than  100  creditors, 
were  filed,  and  eventually  consolidated 
by  the  court  into  one  case  (the  Peck  bill). 
A Master  in  Chancery  was  assigned  as  a 
bankruptcy  trustee,  who  set  about  to 
determine  the  order  of  claimants,  assign 
Riverside  lots  to  the  various  bonds,  and 
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Where’s  the  Beef...  From? 
And  How  Did  It  Get  Here? 

The  Morrill  Act,  the  Real  McCoy,  and  How  Agriculture  Became  Big  Business 


Cowboy  campsite  at  1880  cattle  drive. 


By  Gregory  DL  Morris 

For  the  first  hundred  years  of 
this  country’s  existence,  we  lived 
under  Alexander  Hamilton’s  vision  of  a 
strong  federal  government.  But  we  still 
lived  day  to  day  in  Thomas  Jefferson’s 
pastoral  vision  of  small  farmers.  Then, 
in  the  space  of  just  a decade,  two 
events  took  place  that  put  the  yeoman 
farmer  into  eclipse  and  put  America 
on  the  road  to  industrial  agriculture. 

This  is  the  140th  anniversary  of  the 
earlier  of  those  two  events,  the  enact- 
ment of  the  Morrill  Act  of  1867  that 
created  land-grant  colleges  and  uni- 
versities around  the  country.  From  that 
point,  agriculture  began  to  involve  as 
much  science  as  art.  This  year  is  also 
the  145th  anniversary  of  the  first  major 
organized  cattle  drive  from  Texas  to 
Abilene,  Kansas  in  1862.  From  that 
point  meat  became  a national  com- 
modity rather  than  a local  or  even 
regional  foodstuff. 

It  was  still  a long  and  bumpy  road 
to  the  massive  feedlots  and  genetically 
modified  plants  of  today.  But  those 
two  events  in  the  space  of  just  five 
years,  Hamilton’s  business  vision 
began  to  co-opt  Jefferson’s,  literally  on 
the  latter’s  home  turf. 

Like  the  even  shorter  era  of  the 
Pony  Express,  the  era  of  the  cattle 
drive  was  brief,  but  holds  a powerful 
position  in  the  American  psyche.  It 
resonates  with  cowboys,  bandits, 
bad  weather,  bad  water,  and  most  of 
all  individual  freedom.  That  is  ironic 
because  from  its  inception,  the  cattle 
drive  was  big  business.  It  was  meat 
packers,  city  boosters,  suppliers,  and 
railroads  identifying  a need  in  the 


market  and  moving  swiftly  to 
exploit  it. 

Before  the  Civil  War  Joseph  G. 
McCoy  — the  real  McCoy  of  “the  real 
McCoy” — was  one  of  three  brothers 
from  central  Illinois  who  were  big  in  the 
Chicago  meatpacking  business.  It  could 
not  yet  be  called  a proper  industry, 
because  it  was  still  a regional  market — 
as  was  meatpacking  in  and  around 
most  major  cities:  New  York  and 
Boston  had  slaughterhouses  within 
their  city  limits. 

Cattle  drives  also  preceded  the  Civil 
War,  but  were  mostly  small-scale  or 
speculative  ventures.  During  the  war 
longhorn  herds  ran  uncontrolled  over 
the  range,  breeding  enthusiastically. 
By  the  end  of  the  conflict,  there  were 
millions  of  half-wild  cattle  in  Texas, 
and  a tight  market  for  beef  in  the  cities 
of  the  Midwest  and  Northeast. 

In  his  evocative  but  self-aggrandiz- 
ing third-person  memoir,  Historic 
Sketches  of  the  Cattle  Trade  of  the 


West  and  Southwest  (Ramsey,  Millett 
& Hudson,  Kansas  City,  1874, 
reprinted  by  Long’s  College  Book  Co., 
Columbus,  OH,  1951),  McCoy  writes: 

“The  plan  was  to  establish  at  some 
accessible  point  a depot  or  market 
to  which  a Texas  cattle  driver  could 
bring  his  stock  unmolested,  and 
there,  failing  to  find  a buyer,  he 
could  go  upon  the  public  highways 
to  any  market  in  the  country  he 
wished.  In  short,  it  was  to  establish 
a market  whereat  the  Southern 
drover  and  the  Northern  buyer 
would  meet  upon  an  equal  footing, 
and  both  be  undisturbed  by  mobs 
or  swindling  thieves.  ” 

Backed  by  the  family  business, 
McCoy  set  out  for  Kansas  to  secure  a 
spot  for  this  depot  and  also  railroad 
contracts  to  haul  the  cattle  to  Chicago. 
The  complication  was  that  Texas 
beasts  carried  a tick  that  spread  splenic 
fever.  The  longhorns  were  mostly 
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Woodcut  of  the  Drovers  Cottage  Hotel.  Abilene,  Kansas.  1871. 


immune,  but  to  local  shorthorn  cattle 
the  fever  was  fatal.  So  despite  the  logic 
of  his  scheme,  McCoy  met  with  resis- 
tance by  local  farmers  and  ranchers  in 
the  first  few  frontier  towns  he  tried. 

According  to  Jeff  Sheets,  director  of 
the  Dickinson  County  Historical  Soci- 
ety in  Abilene,  the  town  was  first  settled 
in  1856  as  Mud  Creek  Station,  a stop 
on  the  Butterfield  Stage.  The  Union 
Pacific  Eastern  Division  came  nosing  its 
way  west  from  Kansas  City  along  the 
same  trail  in  1866,  but  “the  railroad 
never  actually  stopped  there,”  says 
Sheets.  “When  McCoy’s  train  stopped, 
it  attracted  attention,  and  the  people 
sold  him  the  whole  town  site.” 

Sheets  says  there  is  no  record  of  the 
purchase  price,  but  it  is  known  that 
McCoy  spent  $15,000  to  build  The 
Great  Western  Stockyards,  The 
Drovers  Cottage  Hotel,  and  an  office 
that  served  as  land  office  and  bank. 
The  definitive  study  of  the  period.  The 
Cuttle  Towns  by  Robert  R.  Dykstra 
(Knopf,  New  York,  1968),  notes  that 
McCoy  bought  150  acres  and  also 
built  a barn,  scales,  and  a livery  table. 

Importantly,  McCoy  did  not  simply 
wait  for  the  drovers  to  amble  by.  He 
sent  agents  into  what  was  then  Indian 
Territory,  now  Oklahoma,  to  encourage 
herds  to  head  for  the  new  depot.  He 
also  took  out  advertisements  in  Texas 
newspapers,  and  arranged  to  have  a 
proper  cattle  trail  blazed  to  Abilene — it 
be  came  the  legendary  Chisholm  Trail. 

As  anticipated,  he  met  strong  oppo- 


sition from  farmers  and  ranchers 
around  Abilene.  In  a master  stroke,  he 
did  not  ignore  them  or  threaten  vio- 
lence. He  invited  them  to  a meeting  to 
negotiate.  He  also  invited  advanced 
agents  from  the  drovers  to  the  meeting. 
They  had  money  to  spend  on  supplies 
for  the  drovers  and  feed  for  the  cattle. 
Money  talks,  and  by  the  end  of  the 
meeting,  local  opposition  melted  away. 

After  a few  years,  however,  the  cat- 
tle trade  also  melted  away.  Seeing  the 
success  of  the  cattle  drives,  other 
towns  with  more  wherewithal  began 
to  mobilize.  About  the  same  time,  set- 
tlers began  to  fill  in  the  open  prairie 
around  Abilene.  In  1871  an  internal 
report  by  the  railroad,  then  called  the 
Kansas  Pacific,  indicated  that  the 
advancing  agricultural  frontier  was 
closing  in  and  that  the  trail  and  rail 
heads  were  moving  south  and  west. 

With  advancing  settlement,  the  state 
government  also  moved  the  quarantine 
line  beyond  which  Texas  cattle  could 
not  be  brought.  Wichita,  at  the  conflu- 
ence of  the  Arkansas  and  Little 
Arkansas  Rivers,  was  also  just  outside 
the  quarantine  line  and  100  miles  closer 
to  Texas.  The  city  raised  bonds  to  bring 
the  railroad  to  town.  In  1872  the 
Wichita  & South  Western,  a subsidiary 
of  the  Atchison,  Topeka  & Santa  Fe, 
reached  Wichita. 

The  same  year  the  town  of  Dodge 
City  was  founded  as  a site  to  export 
buffalo  hides,  bones,  and  meat. 
Within  a few  years  the  buffalo  were 


gone,  but  the  town  was  thus  poised  to 
become  the  most  successful  and 
* longest-lived  cattle  town. 

lust  because  livestock  was  now  a 
1 national  business,  did  not  mean  it  was 
| necessarily  an  efficient  one.  Gustavus 
£-  Swift,  a butcher  from  Cape  Cod  who 
c became  one  of  the  largest  meatpackers 
| in  Chicago,  complained  to  his  buyers 
3 that  too  many  animals  died  en  route 
'j!  from  Kansas  City.  Moreover,  any 
| j-  movement  of  live  animals  meant  pay- 
ing  to  ship  weight  and  space  that  was 
not  saleable. 

As  early  as  1 857  — 1 50  years  ago  — 
he  experimented  with  a consignment  of 
dressed  beef  shipped  in  boxcars  filled 
with  bins  of  ice.  The  experiment  was  a 
failure,  as  were  experiments  shipping 
beef  in  the  winter  with  boxcar  doors 
open.  Not  one  to  take  failure,  Swift 
hired  engineer  Andrew  Chase  to  solve 
the  problem. 

In  1878  a refrigerated  railcar  cus- 
tom built  by  the  Peninsular  Car  Co. 
with  ice  and  air  circulation  was 
shipped  from  Chicago  to  Boston. 
The  U.S.  railroads,  heavily  invested 
in  moving  livestock,  refused  to  han- 
dle the  car,  so  the  consignment  went 
east  through  Canada  on  the  Grand 
Trunk  Railroad. 

The  experiment  was  a success,  and 
by  1880  the  Swift  Refrigerate  Line 
was  shipping  3,000  carcasses  per 
week  to  Boston.  According  to  Swift  & 
Co.,  by  1894  the  number  of  dressed 
carcasses  shipped  east  exceeded  the 
number  of  live  cattle.  By  1920  there 
were  7,000  “reefers”  on  the  rails,  and 
General  American  Transportation  Co. 
bought  the  line;  today  GATX  is  still  a 
major  logistics  company  and  still 
based  in  Chicago.  Peninsular  Car  Co. 
eventually  became  part  of  American 
Car  & Foundry  of  St.  Charles,  MO, 
the  same  company  that  built  the 
famous  “redbird”  IRT  subway  cars 
for  New  York  City  from  1948-65.  As 
ACF  Industries,  the  company  still 
makes  railcars  today. 

Back  home  on  the  range,  cattle  dri- 
ving evolved  into  cattle  feeding.  As 
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Cattle  car  at  the  Great  Western  Stockyard. 


McCoy  indicated,  drovers  who  failed  to 
fetch  a good  price  could  pasture  then- 
herds  and  hope  for  a better  market  in 
the  spring.  Furthermore,  “increasing 
corn  production  after  the  Civil  War, 
especially  in  Iowa,  helped  push  corn 
prices  lower  and  encouraged  farmers  to 
market  their  corn  [by  feeding  it  to]  live- 
stock,” says  James  Mintert,  professor  of 
agricultural  economics  at  Kansas  State 
University  in  Manhattan. 

“As  a result,”  says  Mintert,  “cattle 
shipped  by  rail  from  Iowa  to  eastern 
markets  increased  nearly  ten-fold  from 
the  early  1860s  to  the  late  i88os...Iowa 
did  not  relinquish  its  No.  i ranking  in 
cattle  feeding  until  1972.”  He  adds  that 
specialized  cattle  feeders  began  to 
emerge  in  the  1920s  and  came  into  their 
own  after  World  War  II.  More  recently, 
there  has  been  an  interesting  geographic 
shift  that  completes  a cycle. 

“Cattle  feeding  began  to  shift  away 
from  Western  — California,  Arizona, 
Idaho,  and  Washington  — and  Corn 
Belt  states  toward  Plains  states  during 
the  1960s  and  ‘70s...  The  three  largest 
cattle-feeding  states — Texas,  Kansas, 
and  Nebraska  — marketed  60  percent 
of  all  the  fed  cattle  in  the  U.S.  in  2002.” 
So  after  a century  and  a half,  the  long- 
horn has  come  home  back  down  the 
Chisholm  Trail. 

On  their  way  north  to  Abilene 
those  first  herds  of  1867  would  have 


passed  near  where  College  Station, 
TX  is  now  home  to  Texas  Agricultural 
& Mechanical  University.  And  on 
their  way  by  rail  from  Abilene  to 
Kansas  City  they  would  have  passed 
through  Manhattan,  KS,  now  home  to 
Mintert’s  K-State.  Both  institutions 
have  made  important  scientific  contri- 
butions to  the  rise  of  industrial  agri- 
culture, which  is  part  of  their  mission 
as  land-grant  universities. 

But  so  are  Cornell  University  in 
Ithaca,  NY,  and  the  Massachusetts 
Institute  of  Technology  in  Cambridge. 
Yes,  the  largest  member  of  the  Ivy 
League  is,  in  effect,  New  York  A&M, 
and  the  theoretical  mathematicians  at 
MIT  have  more  in  common  with  the 
graduates  of  Stone  Child  College  in 
Box  Elder,  MT,  than  they  may  realize. 

According  to  The  Land  Grant  Tra- 
dition, a retrospective  soon  to  be  pub- 
lished by  the  National  Association  of 
State  Universities  and  Land  Grant 
Colleges  (NASULGC),  the  Morrill  Act 
of  1862  and  its  successors  have  given 
rise  to  institutions  in  every  state  and 
five  territories.  Rep.  Justin  Smith  Mor- 
rill of  Vermont  introduced  his  first 
land-grant  bill  in  Congress  in  1857  — 
the  same  year  Swift  tried  his  first  box- 
car of  beef.  It  passed  the  next  year,  but 
was  vetoed  by  President  Buchanan. 
He  claimed  he  vetoed  the  bill  on  Con- 
stitutional grounds,  but  it  was 


opposed  by  many  southern  interests. 

During  the  Civil  War,  with  those 
interests  temporarily  not  represented 
in  Washington,  Morrill  reintroduced 
his  bill,  and  President  Lincoln  signed  it 
in  1862.  The  purpose  was  simple:  “to 
teach  such  branches  of  learning  as  are 
related  to  agriculture  and  the  mechan- 
ical arts... to  promote  the  liberal  and 
practical  education  of  the  industrial 
classes  in  the  several  pursuits  and  pro- 
fessions in  life.” 

The  mechanics  of  funding  that  pur- 
pose were  complex,  and  subject  to 
much  legislation  and  litigation  in 
many  states.  In  essence,  though,  the 
federal  government  gave  each  state 
federal  land  that  had  to  be  sold  on 
the  open  market  and  the  proceeds 
used  to  endow  the  universities. 
There  were  following  acts,  includ- 
ing the  Hatch  Act  in  1887  that 
authorized  agricultural  experiment 
stations  in  connection  with  the 
land-grand  institutions. 

As  of  July  2006,  NASULGC  mem- 
bership included  214  institutions, 
consisting  of  state  universities,  land- 
grant  universities,  and  state-university 
systems.  The  total  included  76  U.S. 
land-grant  institutions,  of  which  18 
are  the  historically  black  institutions. 
In  addition,  NASULGC  represents  the 
interests  of  the  nation’s  33  American 
Indian  land-grant  colleges  through 
the  membership  of  the  American 
Indian  Higher  Education  Consor- 
tium. NASULGC  campuses  enroll 
more  than  3.6  million  students  and 
are  estimated  to  have  more  than  20 
million  alumni.  BO 


Gregory  DL  Morris  is  an  indepen- 
dent business  journalist  based  in 
New  York.  He  is  principal  and  edi- 
torial director  of  Enterprise  & 
Industry  Historic  Research,  and  is 
an  active  member  of  the  Museum's 
editorial  board.  He  can  be  contacted 
at  gdlm@enterpriseandindustry.com. 
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When  people  talk  about  hedge 
funds,  imaginations  run  wild.  Since 
the  late  1990s  the  public  persona  of 
the  hedge  fund  has  morphed  from  a 
dapper  and  infrequent  (yet  very  effec- 
tive) visitor  to  the  main  house  of 
finance  into  a smartly-dressed  and 
cunning  raptor,  running  through  the 
ranks  of  the  slower-moving  financial 
players,  touching  upon  everything 
from  the  arcane  world  of  derivatives 
to  volatile  foreign  currency  and  com- 
modities trading.  But  most  of  all, 
hedge  funds  emit  a certain  mystique 
that  has  caught  the  public’s  fascination. 

This  in  no  small  measure  comes 
from  the  exclusivity  and  secrecy  that 
are  crucial  to  hedge  funds.  As  Wall 
Street  historian  John  Brooks  noted  of 
hedge  funds  in  the  1960s,  but  with 
easy  application  to  today:  “As  with 
the  old  pools,  partnership  in  a hedge 
fund,  and  particularly  in  the  hedge 
fund,  was  like  membership  in  a highly 
desirable  club.  It  certified  one’s  afflu- 
ence while  attesting  to  one’s  astuteness. 
Casual  mention  of  such  membership 
conveyed  status  in  circles  where  asso- 
ciations mattered.” 


Revolutions  are  usually  chaotic- 
affairs,  sloppy  and  guided  by  a few 
visionary  individuals.  The  old  order 
declines,  new  ideas  percolate,  and  the 
old  regime  is  overturned.  In  turn,  the 
revolutionaries  become  the  new  order, 
eventually  moving  to  institutionalize 
the  changes.  The  leeway  for  action 
and  more  idiosyncratic  personalities 
that  helped  cause  the  initial  upheaval 
diminishes,  and  increasingly  there  is  a 


need  for  more  regular  patterns  of  busi- 
ness, market  behavior  and  institutions. 
Hedge  funds  have  launched  their  rev- 
olution and  are  now  becoming  part  of 
the  new  order. 

While  hedge  funds  existed  well 
before  the  1990s  in  the  form  of  invest- 
ment pools,  syndicates,  and  partner- 
ships, it  was  not  until  the  late  zorh 
century  that  a number  of  factors  con- 
verged to  really  set  the  revolution  in 
motion -innovations  in  technology  and 
information  accessibly  (i.e.  the  personal 
computer,  email,  Internet,  etc.)  and 
finance  (derivatives,  structured  prod- 
ucts, etc.),  the  break-up  of  the  Soviet- 
dominated  Communist  order  that 
opened  up  large  swaths  of  previously 
closed  off  countries  to  market  forces 
in  Kastern  Kurope  and  Central  Asia,  a 
sustained  crackdown  by  the  regulators 
on  Wall  Street  (following  the  excesses 
of  the  1990s),  and  the  desire  of  global 
investors  to  find  new  ways  of  achieving 
better  returns. 

The  last  factor  has  considerably 
more  weight  than  in  the  past  consider- 
ing that  the  baby  boomer  generation 
represents  a demographic  bulge  in 
terms  of  retirement  money  seeking  a 
place  to  invest  and  return  a high  yield. 
Although  Long  Term  Capital  Manage- 
ment's (IK  M)  spectacular  rise  and  fall 
in  199S  suggested  that  high-tech,  quan- 
titatively-driven hedge  funds  were  a 
flash-in-the-pan  phenomena,  the  ensuing 
implosion  of  Wall  Street  in  zooi-zooz  as 
well  as  the  self-inflicted  wave  of  corpo- 
rate board  cleansing,  set  the  stage  for 
something  “new.”  That  something 
“new"  was  the  hedge  fund.  Indeed,  the 
U.S.  regulatory  agency,  the  Securities 
Exchange  Commission  (SEC),  stated  in 


Z003:  “The  Commission’s  decision  to 
study  the  hedge  fund  industry  was 
based,  in  large  part,  on  the  growth  of 
hedge  fund  assets  coupled  with  the 
Commission’s  lack  of  information 
about  these  investment  pools.” 

The  problem  was  that  hedge  funds 
were  not  easy  to  define.  Following  the 
upheaval  in  foreign  currency  markets 
in  199Z,  the  U.S.  Congress  held  hearings 
in  which  the  SEC,  Commodity  Futures 
Trading  Commission  (CFTC),  and  the 
Federal  Reserve  sought  to  define  hedge 
funds  and  failed  to  arrive  at  a consen- 
sus-a  problem  that  persists  today. 
According  to  a strict  interpretation  of 
American  securities  law,  hedge  funds 
are  unregistered  pools  of  investment, 
with  fee  structures  that  compensate 
the  advisor  based  on  a percentage  of 
the  hedge  fund’s  capital  gains  and 
appreciation.  Hedge  funds  are  also 
heavy  users  of  leverage. 

The  earlier  term  was  actually 
“hedged  fund,”  which  was  coined  by 
Alfred  Winslow  Jones  (1901-1989). 
Jones  operated  a fund  advisor  (begin- 
ning in  1949),  selling  short  stocks 
(expecting  the  value  to  decline)  while 
buying  others  (expecting  the  value  to 
increase).  Such  a strategy  hedged  mar- 
ket risk,  hence  the  term  hedge  fund. 
However,  during  the  past  few  years, 
the  definition  has  come  to  encompass 
a much  broader  swath  of  companies, 
characterized  by  a more  exclusive 
clientele  (usually  defined  as  accredited 
investors  or  high  net  worth  individuals) 
and  companies,  a willingness  to  find 
competitive  niche  markets  (including 
alternative  investment  strategies),  and 
provide  a far  more  limited  level  of 
transparency  and  disclosure.  It  is  also 


Financial  History 


Spring  Z007 


WWW.FINANCIALHI  STO  RY.ORG 


EfV * 


important  to  clarify  that  hedge  funds 
are  not  venture  capital  funds,  private 
equity  funds,  and  commodity  pools, 
though  at  times  they  may  adapt  simi- 
lar strategies. 

Hedge  funds  have  far  more  clout  in 
financial  and,  indeed,  in  macroeco- 
nomic circles  than  ever  before.  Hedge 
funds  are  the  next  step  in  the  evolu- 
tion of  modern  finance  as  they  are 
highly  geared  for  the  new  world  of 
financial  and  technological  innova- 
tion, globalization  of  investors,  and 
maximization  of  profitability  via 
alternative  strategies.  As  of  year-end 
zoo 6,  there  were  close  to  14,000 
hedge  funds  around  the  world  with 
assets  under  management  of  an  esti- 
mated $1.43  trillion.  That  gives  hedge 
funds  control  over  one  percent  of  all 
the  world’s  financial  assets,  and  with 
leverage  that  amount  could  be  pushed 
up  to  greater  than  three  percent.  In 
the  early  1990s  there  were  less  than 
1,000  hedge  funds,  with  considerably 
less  assets. 

Although  hedge  funds  are  still 
smaller  than  mutual  funds  (with  an 
estimated  $20  trillion  at  year-end 
2006,  accounting  for  20  percent  of  all 
financial  assets)  and  other  more  tradi- 
tional financial  actors,  they  are  less 
constrained  and  accordingly  active 
across  a wide  range  of  financial  prod- 
ucts, including  the  rapidly  expanding 
$26  trillion  plus  credit  derivatives 
swaps  market  where  they  are  a major 
player  alongside  more  established 
banks  and  insurance  companies.  What 
really  gives  hedge  funds  weight  is  that 
they  are  the  dominant  player  in  the 
worldwide  margin  debt  market,  shoul- 
dering around  two-thirds  of  the  total 
(estimated  at  around  $300  billion) 
and  are  a major  force  in  trading  in  the 
largest  financial  markets.  In  a sense, 
the  use  of  leverage  allows  them  to 
punch  well  above  their  weight. 

Hedge  funds  have  also  issued  debt 
and  equity  and  have  become  a truly 
global  phenomena,  attracting  capital 
and  talent.  Indeed,  the  first  U.S.  hedge 
fund  to  go  public,  Fortress  Investment 


Group,  watched  its  stock  soar  68  per- 
cent on  the  first  day  of  trading  in  Feb- 
ruary 2007.  While  the  young  and 
ambitious  from  Harvard,  Yale  and 
Princeton  business  schools  aspire  to 
join  their  ranks,  the  growth  in  hedge 
funds  has  found  increased  interest  from 
institutional  investors  such  as  pension 
funds,  endowments  and  foundations. 

In  a study  conducted  for  the  Bank 
of  New  York  by  Nobel  Prize  winner 
Harry  Markowitz  in  October  2005, 
some  76  corporate  and  public  pension 
funds  as  well  as  nonprofit  organiza- 
tions were  surveyed  as  to  risk  percep- 
tions and  where  they  were  planning  to 
invest.  The  following  finding  was  sig- 
nificant: “Whereas  only  about  15  per- 
cent of  participants  were  investing  in 
hedge  funds  five  years  ago,  in  the  next 
five  years,  45  percent  expect  to  invest 
in  hedge  funds.”  That  means  that 
almost  half  of  the  major  players  in  the 
pension  fund  management  business 
are  likely  to  be  invested  in  a hedge 
fund  by  2010.  The  hedge  fund  revolu- 
tion has  even  given  birth  to  funds  of 
hedge  funds,  which  invest  their  assets 
in  other  hedge  funds. 

What  leveraged  buyouts  were  for 
the  1980s  and  currency  and  derivative 
trading  were  for  the  1990s,  hedge 
funds  have  become  for  the  2000s  - the 
source  of  both  tremendous  wealth  and 
controversy.  Hedge  funds  have 
become  enormously  popular  because 
they  have  an  ability  to  take  advantage 
of  the  changes  in  the  global  financial 
system  and  to  achieve  positive  invest- 
ment returns  (usually  in  excess  of  other 
parts  of  the  investment  world  or  at 
least  marketed  in  that  fashion).  They 
also  help  provide  liquidity  to  the  global 
capital  markets,  help  bring  greater 
pricing  efficiency  vis-a-vis  tradable 
financial  instruments,  allow  greater 
portfolio  diversification,  and  more 
widely  distribute  risk  through  compli- 
cated hedging  mechanisms.  They  also 
function  as  buyers  of  the  last  resort, 
willing  and  able  to  purchase  assets 
from  troubled  companies  that  many 
other  firms  might  be  reluctant  to 
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touch.  (Hedge  funds  are  emerging  as 
buyers  of  the  troubled  sub-prime 
assets  in  2007.)  All  the  same,  hedge 
funds  remain  something  of  a mystery 
to  most  people. 

Hedge  funds  seemingly  emerged 
from  the  shadows  over  the  last  decade 
as  market,  regulatory  and  technological 
conditions  created  fertile  soil  for  their 
expansion  and  the  increasingly  free 
flow  of  information  made  awareness 
of  their  activities  easier  to  discern.  This 
decidedly  has  a historical  echo  with  the 
rise  of  American  financial  capitalists 
during  the  Gilded  Age  (think  Jay 
Gould,  J.P.  Morgan  and  Cornelius 
Vanderbilt),  when  technological  and 
financial  innovation  set  in  motion 
large  pools  of  capital,  leading  to  a period 
of  “Wild  West”  antics  (corners,  bear 
strikes,  etc.)  on  Wall  Street,  eventually 
leading  to  a period  of  consolidation. 

More  recently,  as  the  hedge  fund 
world  expanded,  it  underwent  a pro- 
found, yet  subtle  transformation  from 
being  the  domain  of  charismatic  (and 
often  colorful)  individuals  working 
with  a handful  of  traders  and  research 
analysts  into  full-fledged  institutions, 
defined  by  growing  size  and  scope.  In 
this  sense,  the  earlier  revolution  is 
becoming  institutionalized,  a more 
permanent  part  of  the  economic  land- 
scape, and  a deeper  part  of  the  finan- 
cial services  industry. 

uney  1 Plies 

As  hedge  funds  rapidly  expanded  in 
numbers  and  as  public  attention  of  the 
revolution  increased,  the  political 
world  took  notice.  The  meltdown  of 
Amaranth  Advisors  in  2006  and  a 
number  of  scandals  (i.e.  Bayou  Hedge 
Funds,  Wood  River  Capital  Manage- 
ment, etc.)  became  media  flashpoints, 
serving  up  a newsworthy  menu  of 
wealth,  greed,  and  quirky  personalities. 
At  the  same  time,  the  growth  of  the 
hedge  fund  industry  meant  employ- 
ment, tax  revenues  and,  of  course, 
donations.  It  also  appealed  to  the 
competitive  nature  in  Anglo-American 
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societies  - hedge  funds  are  able  to  draw 
clients  from  all  over  the  world  who  are 
willing  to  pay  more  for  the  best  talent. 
Hence,  the  clamor  for  greater  regula- 
tion and  supervision  of  hedge  funds 
has  been  tempered  by  a co-mingling  of 
political  donations,  constituent  needs, 
and  cultural  affinities. 

This  was  certainly  the  case  with  the 
2006  U.S.  Congressional  elections  in 
which  hedge  funds  were  one  of  the 
largest  donor  groups  to  the  victorious 
Democrats.  Equally  important,  there 
is  recognition  in  political  circles  that 
hedge  funds  function  as  critical  agents 
in  the  allocation  of  capital  and  disper- 
sion of  risk. 

As  hedge  funds  gain  in  visibility, 
they  have  a political  impact.  Not 
everyone  is  a fan  of  hedge  funds  as 
they  represent  a symbol  of  the  rich, 
operating  in  an  opaque  fashion  on 
financial  manipulations  that  have  an 
impact  on  people  outside  the  industry 
-workers,  pension  fund  holders,  and 
bondholders.  At  the  fifth  annual  Bevan 
memorial  lecture  in  London  in 
November  2006,  John  Monks,  the 
Brussels-based  leader  of  the  European 
trade  union  confederation,  rook  a 
swipe  at  the  hedge  fund  sector,  reflect- 
ing the  inherent  tension  between 
democratic  ideals  of  equality  and  capi- 
talist goals  of  gain:  “All  this  is  too 
important  to  be  left  to  the  practitioners 
who  have  vested  interest  in  obscuring 
what  they  do  with  the  rest  of  us.” 
Moreover,  the  actions  of  the  high 
rollers  of  “...casino  capitalism  are 
dangerous  to  economic  stability,  tradi- 
tional industry  and  jobs.  1 would  like 
to  see  the  City  pages  of  the  press  more 
challenging  and  less  respectful  on  these 
matters...  Our  future-the  world’s 
future  - is  too  important  to  place  in  the 
hands  of  the  new  capitalists.” 

Monks  is  hardly  alone  in  his  mis- 
trust of  hedge  funds.  One  German 
finance  minister  openly  referred  to 
them  as  “locusts,”  and  there  have  been 
calls  for  greater  regulation  and  more 
disclosure.  From  a policy  maker  stand- 
point there  is  concern  that  a major 


“As  with  the  old  pools, 
partnership  in  a hedge 
fund,  and  particularly 
in  the  hedge  fund,  was 
like  membership  in  a 
highly  desirable  club.  It 
certified  one's  affluence 
while  attesting  to  one's 
astuteness.  Casual 
mention  of  such 
membership  conveyed 
status  in  circles  where 
associations  mattered. " 


hedge  fund  failure  could  endanger  the 
viability  of  lenders,  which  tend  to  be 
the  largest  investment  banks,  in  turn 
creating  a major  economic  crisis.  Cer- 
tainly the  rapidly  expanding  deriva- 
tives market  is  a point  of  concern. 


What  now  for  the  hedge  fund  revolu- 
tion? Four  major  trends  are  shaping  the 
industry:  the  growth  of  larger,  more 
powerful  entities  (consolidators),  a more 
status  quo  part  of  the  financial  land- 
scape, the  blurring  of  the  lines  between 
hedge  funds  and  other  financial  players, 
and  greater  supervision  and  regulation. 

As  to  the  first  trend,  the  growth  of 
larger,  more  powerful  entities,  consol- 
idation has  already  started,  with  some 
of  the  smaller  funds  being  bought  by 
larger  ones  (not  to  mention  the  pur- 
chase of  the  failed  Amaranth’s  assets 
by  other  funds  in  2006).  In  terms  of 
the  second  trend,  the  more  status  quo 
part  of  the  landscape  is  occurring  as 
hedge  funds  move  to  issue  equity  or 
debt,  opening  the  door  to  the  public. 
And  as  to  the  blurring  of  the  lines 
between  hedge  funds  and  other  financial 
players- it  was  announced  in  Decem- 
ber 2006  that  Nomura  Holdings, 
Japan’s  largest  brokerage  firm,  was 
buying  a 1 5 percent  stake  in  Fortress 
Investment  Group  for  $888  million.  In 


October  of  the  same  year,  Morgan 
Stanley  bought  19  percent  of  the  Lon- 
don-based hedge  fund  Landsdowne 
Partners  LP  for  $300  million.  Looking 
at  Goldman  Sachs'  balance  sheet  at 
year-end  2006,  one  is  struck  by  the  fact 
that  the  august  house  of  finance  in 
terms  of  its  empire  of  businesses  is  now 
the  world's  largest  hedge  fund.  The  rev- 
olution has  come  full  circle.  Or  has  it? 

Probably  the  most  significant  issue 
looming  on  the  horizon  for  hedge 
funds  is  regulation  and  supervision. 
While  the  industry  was  a peripheral 
player  it  was  easier  to  police  the  sector 
in  a remote  fashion.  That  has  clearly 
changed  as  hedge  funds  are  major 
providers  of  capital  for  l.BOs,  mergers 
and  acquisitions,  commodity  and  cur- 
rency trading,  structured  finance,  and, 
lately,  providing  liquidity  to  struggling 
U.S.  sub-prime  lenders.  They  have  also 
become  major  businesses  for  U.S., 
European  and  Japanese  banks.  This 
higher  profile  is  generating  greater  pres- 
sure for  supervision  and  regulation.  As 
U.S.  Secretary  of  the  Treasury  Henry  M. 
Paulson,  Jr.  (formerly  the  CEO  of  Gold- 
man Sachs)  stated  of  hedge  funds  at  the 
February  2007  Group  of  Seven 
Nations:  “1  can't  imagine  we  could  be 
doing  our  jobs,  those  of  us  responsible 
for  financial  regulation,  without  talking 
about  this  topic.” 

Imposing  a more  comprehensive 
regulatory  regime  on  hedge  funds 
would  initially  be  like  herding  cats. 
Although  the  process  of  consolidation 
and  institutionalization  is  in  full  swing, 
the  hedge  fund  world  remains  very 
fragmented,  and  its  businesses  cross  a 
multitude  of  international  borders. 
Moreover,  there  are  strong  differences 
in  regulatory  approaches  between  the 
Anglo-American  financial  authorities 
and  their  continental  European  and 
Japanese  cousins.  The  former  favor  a 
lighter  regulatory  regime,  but  with  an 
ongoing  friendly  supervisory  dialogue. 
The  latter  favor  more  regulation  and 
have  been  clear  in  their  suspicions  of 
hedge  funds  and  their  activities.  One  of 
the  most  significant  questions  going 
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W.W.  Norton  & Company,  2006 
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There  are  many  books  and  articles 
describing  the  momentous  activities  of 
the  men  who  developed  and  nurtured  our 
Constitutional  system  of  government. 
Robert  E.  Wright  and  David  J.  Cowen’s 
joint  production  of  Financial  Founding 
Fathers  presents  the  compelling  stories 
of  men  who  made  equally  valuable 
contributions  to  the  development  and 
sustenance  of  the  new  country’s  financial 
system.  It  is  a welcome  companion  vol- 
ume to  the  array  of  literature  describing 
the  activities  of  our  political  founding 
fathers.  Perhaps  the  most  vexing  finan- 
cial issues  confronting  the  men  who 
governed  the  country  from  its  formative 
period  until  well  into  its  second  century 
involved  the  definition,  amount,  and 
control  of  money.  H.W.  Brands’  newest 
work,  The  Money  Men,  is  an  accessible 
adjunct  to  denser  manuscripts  detailing 
the  activities  of  men  who  helped  resolve 
those  issues.  Both  short  volumes  of 
biographical  sketches  offer  informative 
portraits  of  men  whose  contributions 
to  this  society  are  too  often  over-looked 
by  serious  and  casual  observers  of  our 
uniquely  American  combination  of 
capitalism  and  democracy. 

In  Financial  Founding  Fathers, 
Wright  and  Cowen  use  provocatively 
named  chapters  (The  Judas,  The  Sin- 
ner, The  Savior ) to  profile  well-known 


early  financiers  such  as  Alexander 
Hamilton  and  lesser-known  successors 
such  as  Albert  Gallatin.  The  chapters 
can  stand  on  their  own  as  mini-biogra- 
phies of  the  individuals,  but  are  best 
read  in  sequence  as  the  authors  follow 
their  protagonists’  activities  through 
the  first  third  of  the  19th  century. 
Among  their  nine  subjects,  only  Andrew 
Jackson  was  a nationally  elected 
office-holder;  most  others  were 
appointed  to  government  financial 
positions;  a few  were  also  businessmen 
and  entrepreneurs.  Individually  and 
collectively,  they  fulfilled  important 
roles  in  the  successes  and  failures  of 
the  emerging  American  financial  system. 

Writing  about  a variety  of  characters 
inevitably  means  that  the  authors  may 
not  add  much  to  what  the  informed 
reader  knows  about  any  particular  per- 
son. Thus,  there  may  not  be  a lot  of  new 
information  about  Alexander  Hamilton 
in  this  book  for  the  readers  of  Financial 
History.  Having  said  that,  what’s  par- 
ticularly striking  about  the  chapter  enti- 
tled The  Creator  is  the  emphasis  the 
authors  place  on  the  totality  of  Hamil- 
ton’s work.  He  was  indeed  the  visionary 
figure  who  outlined  for  the  political  class 
the  importance  of  banks  in  a capitalist 
economy.  More  importantly,  he  was  the 
single  individual  in  the  late  t8th  century 


who  best  understood  the  importance  of 
trade,  manufacturing,  credit,  securities 
markets,  and  public  debt.  His  series  of 
Reports  on  Public  Credit,  the  Bank,  a 
Mint,  and  Manufactures  represented 
the  strategic  outline  for  the  establish- 
ment of  not  just  a monetary  system,  but 
an  economy. 

The  December  1791  Report  on 
Manufactures  gets  special  attention. 
Much  of  the  information  for  that 
report  was  collected  by  Hamilton’s 
Assistant  Treasury  Secretary,  Tench 
Coxe.  An  early  chapter  tells  the  story 
of  this  relatively  unknown  financier’s 
yeoman  work  in  convincing  both 
Hamilton  and  Jefferson  that  for  the 
young  nation  to  prosper,  Americans 
would  have  to  develop  a strong  manu- 
facturing segment  and  not  just  depend 
on  raw  agricultural  products. 

Wright  and  Cowen  perform  a valu- 
able service  by  describing  both  the  rel- 
evant financial  actions  and  the  personal 
stories  of  other  not-so-well-known 
men.  William  Duer  almost  succeeded  in 
his  1791  attempt  to  corner  the  market 
in  scrip.  Stephen  Girard  acted  as  the 
country’s  first  investment  banker  and  a 
de  facto  central  banker  in  the  interreg- 
num between  the  First  and  Second 
Banks  of  the  United  States.  Albert  Gal- 
latin held  the  post  of  Secretary  of  the 
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Treasury  from  1801  ro  1814,  a record 
for  longevity  that  still  stands.  He  was 
instrumental  in  dealing  with  the  events 
of  the  day  and  in  strengthening  that 
institutional  position  for  his  successors. 

The  authors  end  the  book  with  a 
lively  discussion  of  the  principals  (and 
principles)  involved  in  the  Bank  War, 
about  which  much  more  detail  has 
been  written  in  other  volumes.  Nei- 
ther Nicholas  Biddle  nor  Andrew 
Jackson  covered  himself  in  glory  in 
presiding  over  the  1836  demise  of  the 
Second  Bank  of  the  United  States.  In  its 
absence,  the  depression  of  1837-1843 
was  more  difficult  for  the  country  to 
overcome.  Nonetheless,  thanks  to  the 
actions  of  all  of  our  financial  founding 
fathers,  the  financial  system  that  had 
been  an  important  engine  of  economic 
growth  throughout  the  country’s  first 
60  years  did  not  totally  collapse. 

NX  right  and  Cowen  have  each  writ- 
ten other  pieces  about  the  people  and 
events  covered  in  this  volume.  As  is  the 
custom  in  serious  academic  works,  they 
offer  a comprehensive  set  of  notes  and 
references  to  readers  who  want  more 
information  than  seemed  appropriate 
in  this  brief  and  readable  volume. 

H.W.  Brands  also  covers  ground 
that’s  familiar  to  readers  of  Financial 
History.  Both  his  subtitle  and  his  pos- 
ing of  the  “What  is  money?”  question 
in  a prologue  indicate  the  focus  of  Ins 
effort.  Brands  does  discuss  the  activi- 
ties of  early  financial  figures  such  as 
Hamilton,  Biddle,  and  Jackson.  But  he 


rhe  Hedge  Fund  Revolution 
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forward  is  how  much  regulation  and 
supervision  will  be  imposed  on  hedge 
funds,  especially  as  the  industry 
becomes  deeper  and  broader-based. 

The  hedge  fund  industry  is  here  to 
stay.  What  was  once  a historically  more 
peripheral  player  is  now  functioning 
more  as  a spearhead  for  innovation  in 
global  finance.  As  a sector  it  carries  far 


offers  a different  perspective  on  the 
rationale  behind  rhe  actions  of  these 
men  than  does  the  Wright/Cowen 
team.  He  emphasizes  some  early  life 
experiences  that  engendered  in  Creator 
Hamilton  a passionate  belief  in  the 
importance  of  a strong  centralized  sys- 
tem to  control  rhe  financial  affairs  of 
the  new  country.  In  discussing  the 
Bank  War,  Brands  comments  more 
about  the  personal  motives  and  actions 
of  protagonists  Biddle  and  Jackson, 
and  notes  contributory  aspects  to  the 
disaster  made  by  Daniel  Webster, 
Henry  Clay  and  Thomas  Hart  Benton. 

There  can  be  no  doubt  that  many 
questions  surrounding  the  nature  and 
control  of  money  did  indeed  persist 
well  beyond  the  colonial  period.  Brands 
recounts  rhe  stories  of  some  other  men 
who  played  important  roles  in  rhe 
period  between  the  end  of  the  Bank 
War  and  rhe  creation  of  the  Federal 
Reserve  System.  Jay  Cooke  brought  one 
form  of  money  (government  securities) 
to  the  masses.  Jay  Gould  attempted  to 
control  rhe  supply  of  another  form 
(gold)  tor  himself  and  erstwhile  partner 
Jim  Fisk.  J.E  Morgan  orchestrated  not 
one  but  two  financial  miracles  by  gath- 
ering private  syndicates  to  purchase 
treasury  bonds  and  provide  much- 
needed  financing  for  a government 
without  a central  bank. 

1 he  author  provides  appropriate 
background  and  connective  links  in 
each  of  his  five  chapters.  He  also  uses 
a prologue  and  epilogue  to  buttress  his 


greater  weight  than  ever  before,  a con- 
dition that  leaves  it  still  open  in  terms 
of  public  perceptions  and  in  regulatory 
eyes,  considering  rhe  role  of  hedge 
funds  usually  operating  in  some  of  the 
most  volatile  and  risky  of  markets.  The 
hedge  fund  revolution  may  be  entering 
the  institutionalization  phase,  but  the 
drama  is  hardly  over.  (93 
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assertions  that  1)  the  money  question 
was  rhe  most  important  unresolved 
issue  in  rhe  country  during  its  first  125 
years,  and  2)  the  question  was  essen- 
tially answered  after  five  generations 
had  passed -with  the  creation  of  the 
Federal  Reserve  System. 

Readers  of  this  magazine  and  mem- 
bers of  the  Museum  might  argue  with 
each  contention,  and  also  suggest  the 
inclusion  of  men  such  as  William  Jen- 
nings Bryan,  John  D.  Rockefeller,  or 
Andrew  Mellon  in  a volume  with  the 
title  of  this  one.  However,  in  choosing 
just  a handful  of  reasonably  familiar 
names  to  profile,  and  in  writing  in  a 
particular  breezy  style,  it  seems  the 
author  has  fulfilled  rhe  criteria  used  by 
other  authors  of  works  in  the  Enter- 
prise Series  line  of  business  books  from 
Atlas  Books  and  W.W.  Norton. 

In  this  brief  set  of  profiles,  it’s  obvi- 
ous that  historian  Brands  draws  front 
his  prior  work  on  men  such  as  Andrew 
Jackson  and  events  such  as  the  Califor- 
nia Gold  Rush.  He  offers  three  pages  of 
commentary  and  resources  “for  further 
reading”  by  those  with  an  appetite  for 
more  extensive  knowledge  of  these 
“money  men”  and  their  times.  (93 
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Attention  Shoppers:  Sears  IPO  Heralds  the  Triumph  of  the  Consumer  Economy 
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Notable  Department  Store  Foundings 

1838:  Aristide  Boucicaut’s  Bon  Marche  in  Paris 

1848:  A.  T.  Stewart’s  Marble  Palace  in  New  York 

1858:  R.  H.  Macy’s  in  New  York 

1862:  Stewart’s  Cast  Iron  Palace 

1865:  Marshall  Field  and  Levi  Leiter  buy  Potter  Palmer’s  store  in  Chicago, 
promising  to  “give  the  lady  what  she  wants.” 

1868:  Strawbridge  & Clothier  in  Philadelphia 

1869:  Zion’s  Cooperative  Mercantile  Institution  in  Salt  Lake  City 

1872:  Lyman  and  Joseph  Bloomingdale’s  in  New  York 

1872:  A.  Montgomery  Ward  mails  first  catalogue  from  Chicago 

1874:  Harrod’s  in  London 

1876:  John  Wannamaker’s  Oak  Hall  Clothing  Bazaar  in  Philadelphia 

1877:  David  May’s  Great  Western  Auction  House  & Clothing  Store  in  Leadville,  CO 

1879:  Frank  Winfield  Woolworth’s  “five-and-ten-cent  store”  in  Lancaster,  PA 

1881:  Joseph  Lowthian  Hudson’s  in  Detroit 

1887:  Adam  Gimbel’s  Palace  of  Trade  in  Vincennes,  IN,  soon  expanded  to  Milwaukee 

museums,  as  well  as  Jewish  and  black 
charities.  The  Julius  Rosenwald  Foun- 
dation was  established  in  1917,  and 
his  donations  to  the  foundations  came 
to  $63  million  by  192.9.  The  founda- 
tion has  built  more  than  5,000  schools 
and  associated  buildings  primarily  in 
black  neighborhoods  around  the 
country  with  capacity  for  more  than 
663,000  students. 

When  Sears  retired  as  president  in 
1908,  he  sold  his  shares  to  Goldman 
Sachs  for  $10  million.  Twenty  years 
later,  and  one  year  before  the  Great 
Crash,  those  shares  were  worth  $200 
million.  That  could  buy  a lot  of  retail 
consumer  goods  at  any  department 
store.  Ba 
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Creative  Financing  of  a Planned  Community: 

Frederick  Law  Olmsted  and  the  Riverside  Improvement  Company 
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hold  a series  of  lot  sales  to  satisfy  River- 
side’s creditors.  Litigation  dragged  on 
for  17  years,  with  the  final  foreclosure 
sale  occurring  in  1891.  The  last  credi- 
tors to  be  satisfied  were  the  Peck  estate, 
and  “Eastern  parties.” 

All  but  two  of  the  original  RIC 
directors  remained  in  the  Chicago 
area,  and  two  of  them,  Allen  and 
Seelye,  lived  in  Riverside  until  their 
deaths.  Childs,  however,  moved  to 
Brooklyn  in  1879,  after  the  fall  of  the 
RIC  but  before  judgment,  where  he 
continued  in  real  estate.  After  trans- 
ferring what  is  now  30  acres  of  North 
Riverside  to  the  City  of  Chicago  to 


settle  his  legal  affairs,  Gage  moved  to 
Denver  in  1877,  where  he  maintained 
interests  in  several  hotels. 

The  village  of  Riverside  was  devel- 
oped much  along  the  lines  originally 
planned  by  Olmsted,  and  remains  an 
oft-cited  example  of  Olmsted’s  vision 
for  a planned  community.  More  than 
100  years  later,  the  improvements  still 
function,  the  water  works  stand,  and 
the  gas  lamps  still  glow  along  the 
curved  parkways.  H3 

Joan  Junkus  is  an  Associate  Professor  of 
Finance  at  DePaul  University  in 


Chicago,  and  president-elect  of  the 
Riverside  Historical  Commission.  She  is 
currently  writing  a book  on  the  RIC  and 
the  financial  effects  of  the  Chicago  Fire. 

Notes 

(Unless  otherwise  stated  below,  informa- 
tion and  quotes  are  taken  from  concurrent 
articles  in  the  Chicago  Tribune. 

i Childs’  original  proposal  to  Gage  was 
an  individual  developer.  The  Riverside 
Improvement  Company  was  incorpo- 
rated a year  later. 

continued  on  next  page 
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ii  The  College  of  California  plan  was  completed,  hut  not  built, 
after  the  College  transferred  the  site  to  the  newly-estab- 
lished University  of  California-Berkeley.  Similarly,  Olm- 
sted’s plans  for  South  Park  in  Chicago  were  completed,  but 
construction  was  slowed  after  the  Chicago  Fire  in  1871,  and 
ceased  after  the  Panic  of  1873.  Olmsted  would,  however, 
design  the  Columbian  Exposition  on  the  same  Chicago  site 
in  1891. 

iii  Olmsted’s  award  for  the  design  of  Central  Park,  shared  with 
Calvert  Vaux,  was  $2,000.  All  dollar  figures  for  Olmsted’s 
fees  taken  from:  Rybczynski,  Witold.  A Clearing  in  the  Dis- 
tance, NY:  Scribner  Publishing,  1999. 

iv  Letter  from  Frederick  Law  Olmsted  to  Edward  Everett 
Hale,  October  21,  1869,  referring  to  Jay  Gould’s  activities 
in  Erie  stock  and  in  gold  speculation,  l etter  published  in 
The  Papers  of  Frederick  Law  Olmsted,  Johns  Hopkins  Uni- 
versity Press. 

v The  directors  of  the  RIC  were  all  prominent  Chicago  busi- 
nessmen. William  T.  Allen  was  the  owner  of  a dry  goods  store 
on  South  Water  Street;  Alpheus  Badger  owned  a bank;  Childs 
was  a representative  of  a New  York  metals  firm;  Gage,  a 
prominent  hotel  owner;  George  Kimbark,  a partner  in  an  iron 
firm;  Leverett  Murray,  a commercial  reporter  and  member  of 
the  Chicago  Board  of  Trade;  and  Henry  Seelye,  an  attorney. 
The  group  was  representative  of  the  kinds  of  investor  groups 
participating  in  suburban  improvement  companies  after  the 
Civil  War. 

vi  Refectories  were  a common  building  type  along  railway 
lines,  generally  furnishing  dining  facilities,  l arger  ones  also 
included  hotel  accommodations,  particularly  useful  in  the 
days  when  train  delays  were  common.  The  Refectory  at 
Riverside  was  used  by  the  RIC  to  entertain  prospects. 

vii  All  of  the  bonds  paid  an  interest  rate  of  10". 1.  This  would 
appear  to  be  reasonable  for  a loan  tied  to  real  estate.  In 
1 868,  high  grade  railroad  bonds  paid,  on  average,  6.44%, 
while  New  England  municipal  bonds  averaged  5.37%. 
(Homer,  Sidney.  A History  of  Interest  Rates.  New 
Brunswick:  Rutgers  University  Press,  1977.) 

viii  A trust  deed — a form  which  is  still  used — is  a type  of  mort- 
gage on  property.  The  trustee,  in  this  case  Greenbaum,  a 
prominent  German-Jewish  banker  in  Chicago,  holds  title 
to  the  land  until  the  loan  amount  is  paid.  The  trustee  can 
sell  the  property  without  recourse  to  court  proceedings  in 
the  event  of  default. 

ix  The  use  of  a construction  company  as  part  of  a railroad 
financing  strategy  bears  some  resemblance  to  the  use  of  the 
Credit  Mobilier,  a construction  company,  to  funnel  payments 
to  the  backers  of  the  transcontinental  railway,  but  knowledge 
of  the  Credit  Mobilier  arrangement  would  only  come  to  light 
in  1873. 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history? 

By  Boh  Shabazian 

1.  Sixteen  companies  listed  on  the  New  York  Stock 
Exchange  are  assigned  one  letter  stock  symbols,  so  10 
slots  still  remain.  Name  the  remaining  slots. 

2.  What  land  did  Russia  sell  to  the  United  States  in  1867 
for  $7.2.  million? 

3.  The  Dow  Jones  Industrial  Average  drop  of  416  points  in 
February  2007  was  only  the  seventh  largest  point  drop  in 
the  1 10-year  history  of  the  Dow.  What  was  the  biggest 
point  drop? 

4.  Who  was  Secretary  of  the  Treasury  during  the  Crash 
of  1929? 

5.  Exxon  Mobil  posted  the  largest  annual  profit  by  a U.S. 
company  last  year  — $39.5  billion.  What  company  held 
the  previous  record? 

6.  On  July  8,  1889  when  the  first  issue  of  The  Wall  Street 
lournal  appeared,  what  was  the  level  of  the  1 2-stock 
Dow  Jones  average? 

7.  Tim  year  the  U.S.  Mint  will  unveil  a series  of  half-ounce 
commemorative  coins  honoring  the  nation’s  first  ladies 
starting  with  Martha  Washington.  Thomas  Jefferson  was 
one  of  five  presidents  who  did  not  have  spouses  when 
they  served  in  the  White  House.  What  will  the  gold  coin 
for  Jefferson’s  administration  feature? 

8.  What  was  the  popular  name  for  the  Readjustment  Act  of 
1944,  signed  by  President  Franklin  D.  Roosevelt? 

9.  Congress  overrode  a Presidential  veto  for  the  first  time  in 
1845.  What  were  the  circumstances? 

10.  What  company  was  assigned  the  latest  single  digit  ticker 
symbol  by  the  New  York  Stock  Exchange? 
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AMERICAN  FINANCIAL  HISTORY 

STOCKS,  BONDS  AND  FINANCIAL  DOCUMENTS 
HIGHLIGHTING  THE  HISTORY 
OF  GOVERNMENT  FINANCE, 

WALL  STREET  AND  AMERICAN  ENTERPRISE. 

WE  ARE  ONE  OF  AMERICA'S  LEADING  DEALERS 
SPECIALIZING  IN  BETTER  QUALITY 
FINANCIAL  INSTRUMENTS, 

LETTERS,  DOCUMENTS  AND  AUTOGRAPHS 
RELATED  TO  AMERICA'S  FINANCIAL  HISTORY. 


FOR  A COPY  OF  OUR  NEXT  CA  TALOG 
PLEASE  CALL  US  TOLL  FREE  IN  USA  (800)  225-6233 


Scott  J.  Winslow  Associates 
Post  Office  Box  10240 
Bedford,  New  Hampshire  03110 


Ken  Prag  Paper  Americana 

Stocks  & Bonds  • Post  Cards  • Passes  • Timetables  • Etc. 
Catalog  plus  3 beautiful  stocks  $8.95 

Also  buy! 

Ken  Prag,  Box  14817, 

San  Francisco,  CA  941 14 

Tel.  (415)  586-9386  • kprag@planeteria.net 


RAILS  REMEMBERED 

ANTIQUE  STOCKS  AND  BOND  CERTIFICATES 
POST  OFFICE  BOX  464 
ROSEMEAD,  CALIFORNIA  91770 
PHONE  (626)  572-0419  EVES 

SEND  TODAY  FOR  LISTING 


Robert  O.  Greenawalt 

CURATOR  AND  COLLECTOR 


4-4-0  American  Type 
steam  loco 


SERVING-  HISTORICALLY-MINDED  FANS  OF  FINANCIAL  RAILROADIANA 
- SELL-  BUY  - TRADE  (I  HAVE  HIGH  LEVEL  SWAPUM) 


i st  New  York  Continental  Chapter 
Sons  of  the  American  Revolution 
Salutes 

Alexander  McDougall 

Colleague  of  Alexander  Hamilton 
and  first  Commanding  General  of  the 
1st  New  York  Continental  Regiment  in 
General  George  Washington’s  army. 


^(Vterica^j 


Vigne 


— tit.  1 1 60  — 
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ROBERT  F.  KLUGE 


GRAPHIC  AN D HISTORIC 
PAPER  AMERICANA: 
ANTIQUE  STOCKS 
AND  BONDS 


P.O.  BOX  155  • ROSELLE  PARK,  Nf  07204  • 908-241-4209 


Toll  Free: 

800  717-9529 

Or  Call: 

603  882-2411 

Fax: 

603  882-4797 

E-mail: 

collect@glabarre.com 

Web  Site: 

www.glabarre.com 


GEORGE  H. 


LaBAHRE 

GALLERIES 

ENC 

P.O.  Box  746  Hollis,  N.H.  03049 


Buying  and  Selling 
Stocks  and  Bonds,  Paper  Money 
Important  Autographs  and  Quality 
Collectibles  of  all  kinds. 


The  Largest  Collectible  Stock  and  Bond  Inventory  in  the  World 


Fantastic  New 
American  Rarities  Web  Page 

www.  cigarboxlabels.  com 

Hundreds  of  the  Best  are  there -or  will  be  added  soon!! 
Railroads, Mining,  Telegraph-Telephone,  Autos,  Oils,  Letters  — 
Jay  Gould, Vanderbilts,  George  Washington,  etc. 

Check  it  out  every  month  for  inexpensive 
items  as  well  as  the  very  rarest  and  best!!! 

Also  Buying  Nice  and  Unusual  Pieces!! 

David  M.  Beach 

antiquestocks@cfl.  rr.  com. 

P.O.  Box  471356 
Lake  Monroe,  Florida  32.747 

407-688-7403.  Visit  Us  in  ORLANDO  by  DISNEYWORLD 
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INTERNATIONAL  BOND  & SHARE  SOCIETY 


encouraging  Scripophily  since  1978 


The  Directory  Scripophily 

A Membership  A twice-yearly 

and  Dealer  magazine  with 


directory,  with 
full  listings  for 
the  U.S.A., 
U.K.,  Germany 
and  40  other 
countries. 
Published 


40+  illustrated 
pages  of  U.S., 
European  and 
world  news, 
research, 
auctions,  and 
a diary  of 


annually  coming  events 

Meetings 

Antwerp,  Belgium,  and  Virginia,  U.S.A. 

New  Website  Linder  Construction 

With  Members-only  Section 


FOR  INFORMATION 


U.S.A. 

Max  Hensley 
520  Madison  Street 
San  Antonio  TX  78204 
Tel:  (+1)  650  773  4125 
President@scripophily.org 

REST  OF  THE  WORLD 

Philip  Atkinson 

167  Barnett  Wood  Lane 

Ashtead 

Surrey  KT21  2LR  UK 

Tel:  ( + 44)  (0)1372  276787 

Secretary@scripophily.org 

www.scripophily.org 


REACH  YOUR  MARKET 

Advertise  in  Financial  History  magazine 

The  Museum’s  membership  magazine, 
Financial  History,  has  become  a respected 
source  for  rhe  history  of  business,  commerce 
and  the  capital  markets.  It  reaches  a diverse 
audience  of  finance  professionals,  collectors 
of  historical  financial  documents  and  memorabilia, 
universities  and  libraries,  and  thousands  of 
investors  throughout  rhe  United  States  and  abroad. 

It  is  also  distributed  at  more  than 
io  major  conferences  and  auctions  each  year. 

For  more  information  on  advertising 
in  Financial  History , or  to  place  an  ad 
in  our  next  issue,  please  e-mail 
Kristin  Aguilera  at  kaguilera@financialhistory.org 
or  call  212-908-4695. 


Take  advantage  of  your  Museum  membership 
at  the  Museum  Shop.  Members  receive  a 10%  discount 
on  all  purchases  at  the  Museum  Shop  or  online  at 
www.financialhistory.org.  Featured  in  Travel  & Leisure, 
the  Shop  offers  a wide  variety  of  financial  prints, 
books,  clothing,  jewelry,  and  souvenirs. 
Corporate  gifts  are  also  available. 


For  more  information,  call  the  Museum  Shop 
at  212-908-4613,  or  visit  www.financialhistory.org 
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MUSEUM 

AMERICAN 


FINANCE 


The  Museum  of  American  Finance, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship,  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 
individuals,  companies,  and  nations. 

The  Museum  will  move  to 
48  Wall  Street  in  Fall  2007. 

For  further  information, 

please  contact  the  Museum  at  212-908-4110 
or  visit  our  website,  financialhistory.org 


IT’S  YOUR  BUSINESS. 

Join  the  Museum’s 

Annual  Corporate  Membership  Program 

and  put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  membership 
includes  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Acknowledgment  in  the  gallery,  on  the  Museum’s 
website,  and  in  Financial  History  magazine 

• Invitations  to  Museum  openings  and  events 

• One  individual  Finance  Museum/Smithsonian 
Affiliate  Membership 

For  information,  please  call 

Director  of  Development  Jeanne  Driscoll  at  212-908-4694. 


Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Finance,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels  with  all 
the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 

Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  on  shopping  and  dining  when  you  visit  the  Smithsonian 
and  on  all  purchases  from  SmithsonianStore.com 

• 20%  discount  on  publications  from  Smithsonian  Books 

• Affiliate  membership  card 

• Exclusive  international  and  domestic  travel  programs  and  study  tour 
opportunities  from  Smithsonian  Journies 

• Access  to  a special,  members-only  website  at 
http://affiliations.si.edu/members 

• Free  admission  to  the  Cooper-Hewitt  National  Design  Museum  in  New  York 

Financial  History  Benefits 

• 4 issues  of  Financial  History  magazine 

• 10%  discount  in  Museum  Shop 

• Free  admission  for  you  and  your  guests  to  the  gallery 

• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings 

• Borrowing  privileges  from  the  Museum  Library 


To  become  a Smithsonian  Affiliate  Member,  please  send  a check  for  $150  payable  to  “ Museum  of  American  Finance, 
Membership  Department,  16  Broadway,  Room  947,  New  York,  NY  10004.  All  but  $44  of  your  contribution  is  tax-deductible. 
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WE  BUY,  SELL,  & AUCTION 

Coins  - Banknotes  - Antique  Stocks  & Bonds  - Autographs  - Financial  Memorabilia 


Whether  you  wish  to  buy.  sell,  or  auction,  we  arc  always  prepared  to  provide  you  with  the  highest  level  of  expertise  and  service.  For  more  than  a 
century,  people  needing  help  with  problems  concerning  any  aspect  of  financial  history  have  come  to  Smythe  for  solutions.  In  1 880,  Roland  M.  Smythe 
established  a unique  company  lor  the  purpose  of  providing  the  financial  community,  and  private  individuals,  with  accurate  information  concerning 
obsolete  securities  and  banknotes.  Over  the  years,  Smythe  has  developed  into  one  of  the  worlds  premier  auction  houses,  specializing  in  Antique  Stocks 
and  Bonds,  Banknotes.  Coins.  Autographs,  and  Photographs.  We  also  continue  to  research  securities.  Our  full-time  staff  of  nationally  recognized 
experts  is  a unique  resource.  For  more  information  call  800-622-1880  or  visit  us  on  the  web  at  www.smvtheonline.com 


2 Rotor  St.  12th  FI.,  New  York.  NY  10006 

U rbu*  selL  arul  auction  the  very  best  in  Antique  Stocks  and  Bonds.  Autographs.  Banknotes.  Coins.  Historic  Americana,  and  Anything  Relating  to  Financial  History 


The  future  home  o 

Museum  of  American  Finance 

48  Wall  Street,  New  York  City 


Corporate  and  individual  named  gift  opportunities  are  still 
available.  To  learn  bow  you  can  become  involved  in  the  48  Wall 
Street  project,  please  contact  Jeanne  Driscoll  at  212-908-4694. 


